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TYPES OF INSTITUTIONALISM 


E attempts to determine what is meant by “‘institution- 
al economics” and who its representatives are among the 
present generation of economists have thus far not given 

satisfactory results." The method employed to decide the problem 
has been that of defining the term “‘economic institution” and on 
that basis deriving the meaning of institutionalism.* The dis- 
tinctions thus arrived at between institutionalism and other types 
of economics have, in the main, been of a methodological char- 
acter. ’ 

To attempt to distinguish Karl Marx, whom we have taken as 
an exponent of one type of institutionalism,’ from the classicists 


? Professor Paul Homan’s Contemporary Economic Thought (New York and Lon- 
don, 1928), while not a comprehensive study of “‘institutionalism,” contains valu- 
able essays on Hobson, Mitchell, and Veblen. For more recent discussions on insti- 
tutional economics, see Evelyn M. Burns, “Institutionalism and Orthodox Eco- 
nomics,” American Economic Review, March, 1931, p. 80; Proceedings, American 
Economic Association, Supplement, March, 1931, pp. 134 ff.; and John R. Commons, 
“Institutional Economics,”’ American Economic Review, December, 1931, p. 648. 

* See papers on institutional economics at the December, 1931, meeting of the 
American Economic Association. In the discussions from the floor, Professor Frank 
Fetter stated that he had found it impossible to find anyone willing to be called an 
“institutionalist.”” He had always taken Professor Wesley Mitchell for one, but 
Professor Mitchell declined the distinction. 

3 The following appraisal of Marx as an “‘institutionalist” is made by Professor 
Mitchell: “Doubtless Marx’s alleged science was warped by his passionate desires, 
his theory shaped to suit a program, quite as much as was the case with his bitterest 
opponents. But Marx saw the central problem of economics in the cumulative 
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on the basis of method, in view of his reliance upon abstract de- 
ductive logic rather than statistics,‘ is pointless, if not actually 
misleading. The methodological test of institutionalism shows 
greater inadequacy when Thornstein Veblen and Wesley Mitchell 
are added to the list. While Marx, Veblen, and Mitchell, when 
considered as a group, do depart very significantly from the classi- 
cal and neo-classical schools, the methodological departure is de- 
finitive only in the case of Professor Mitchell. But when Marx, 
Veblen, and Mitchell are considered separately, the distinctions 
between them, notably between Mitchell and Veblen and between 

arx and Mitchell, are much more profound than those that dis- 
mac them as a group from traditional economic theorists. The 
distinctions separating them have little to do with method. They 
are philosophical and ideological. And since these latter distinc- 
| tions seem to constitute the more fundamental differences, the at- 
tack of the present essay is centered upon them. 

The method of attack to be followed here groups into classes or 
types of institutionalists all those economists whose manifest in- 
terest has shifted from what was conceived by classical and neo- 


— 


fy 
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change of economic institutions; he knew how to use contemporary documents as 
an effective supplement of economic theory if not as its basis; and he showed how 
vital economic theory becomes when attacked from this side, especially if the current 
processes of change are projected into the future. Contemporaries were too much 
scandalized by Marx’s conclusions to profit by his methods. Indeed they were so 
intent on refuting his errors that they could learn nothing in the process. It re- 
mained for younger men to whom his conclusions were an old story before they 
opened Das Kapital, to see the scientific possibilities in his way of working. But by 
the eighteen nineties, Sidney Webb in England, Werner Sombart in Germany, and 
Thorstein Veblen in America were studying the evolution of economic institutions 
in a scientific, as opposed to an historical or propagandist, spirit. Further they were 
claiming that work of this kind is economic theory” (Wesley C. Mitchell, “The 
Prospects of Economics,” in The Trend of Economics [edited by Rexford G. Tugwell, 
New York, 1924], pp. 18-19). 

4 Professor Dobb has significantly pointed out that Marx revolutionized the 
qualitative aspect of the Ricardian system. Although the revolution was effected 
on the basis of dialectical materialism, the Marxian system “can be justly said to 
have crowned the classical edifice’? (Maurice Dobb, “An Introduction to Eco- 
nomics,” in The Outline of Modern Knowledge [edited by William Rose, New York, 
1931], p. 605). Yet the historical and statistical data on which Marx erected his 
highly abstract edifice are simply staggering in magnitude. See “Works and 
Authors Quoted,” Capital (Chicago, n.d.), I, 848-64; also, Preface, III, 17. 
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classical theorists to be the central problem of economics. On the 
basis of this classification the fundamental differences and similar- 
ities are to be shown between outstanding exponents of each type. 
The suggested types of institutionalists recognized are: (1) the 
quantitative-statistical, of which Professor Wesley C. Mitchell is 
the chief representative; (2) the critical-genetic, with Thorstein 
Veblen in this country and Werner Sombart in Germany as typi- 
cal representatives; and (3) the class-struggle theorists, of whom 
Karl Marx is the type specimen.’ These three types of institu- 
tionalists possess the common trait of departing from traditional 
economic theory. The latter’s central interest was in constructing \ 


a system of supply-and-demand equations in which value and the | 
distributive shares between productive factors were found to be | 
determinate by means of abstract deductive logic. Along with | 


this went the concept of normal equilibrium developed by the 
classical and reformulated in the marginal-utility school. In thus 
shifting their standpoint from equilibrium® and the “arid” theory 
of value and distribution, each type of institutionalist has as- | 
signed a more or less comprehensive réle to industrial fluctuations | 
in the analysis of economic behavior and organization. But there 
the thread breaks off. From the standpoint of the philosophic ap- 
prehension and interpretation of economic experience, the differ- 


5’ Undoubtedly, this classification would be improved by further elaboration so 
as to include Walton H. Hamilton, John Maurice Clark, Maurice Dobb, R. H. 
Tawney, G. D. H. Cole, John R. Commons, Simon N. Patten, Rexford G. Tugwell, 
Sidney Webb, and J. A. Hobson, to name only a few. However, in its present un- 
elaborated form it will serve our purpose without introducing many complicating 
factors impossible of consideration in the present paper. 

6 It does not seem likely that even the empirical generalization of the equilibrium 
concept as worked out by Professor H. L. Moore will be incorporated by quantita- 
tive economists in the study of cycles. After considering Professor Moore’s approach 
to equilibrium, Dr. Kuznets, in the article quoted below (n. 13), concludes: ““What- 
ever the interpretation of the equilibrium approach, it seems to be a blind alley from 
the point of view of business-cycle theory.” This conclusion is similar to Professor 
Mitchell’s statement that the “‘normal state of trade,” meaning normal equilibrium, 
“is a figment of the imagination” (Wesley C. Mitchell, Business Cycles [New York, 
1927], p. 376). See also, Thorstein Veblen, The Theory of Business Enterprise (New 
York, 1904), chaps. v and vi, and The Place of Science in Modern Civilization (New 
York, 1930), pp. 56 ff.; and Karl Marx, The Poverty of Philosophy (Chicago, n.d.), 
pp. 68-72; Capital (Eden and Cedar Paul tr., New York, 1929), I, 872; and Critique 
of Political Economy (Chicago, 1904), pp. 274-92. 


| 
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ences between these three types of institutionalists are so wide 
that their common departure from classical theory is almost over- 
shadowed. At the outset, the following propositions may be stated 
provisionally: (1) Veblen’s institutionalism is closely allied with 
Marxian class-struggle theory rather than with Mitchell’s quanti- 
tative economics or business-cycle analysis. (2) Although Mitch- 
ell’s quantitative analysis can be considered a variant of Veblen’s 
institutionalism, it is, from an ideological viewpoint, allied with 
classical theory. These two propositions are to be supported by 
showing (1) what institutional economics is as developed in the 
work of Thorstein Veblen, and how it departs from equilibrium 
theory or classical economics; (2) the ideological relationship be- 
tween Veblen’s institutional economics and Marxian class-strug- 
gle theory;’ (3) why quantitative analysis is a variant of institu- 
tionalism, and how it departs from the Veblenian norms; and (4) 
why quantitative economics is more related in spirit to classicism 
than to the institutional economics of Veblen. 

Without attempting to define “institutional economics”’ in gen- 
eral or “institutions,” as has been customary, we shall proceed di- 
rectly to ascertain the scope and content of it as found in Veblen’s 
work, using this as the basis for comparing the three types of in- 
stitutionalists as classified above. Veblen’s conception of the 
scope and content of economics is shown in the statement: 

The economic life history of any community is its life history in so far as 
it is shaped by men’s interest in the material means of life. This economic 
interest has counted for much in shaping the cultural growth of all communi- 
ties. Primarily and most obviously, it has guided the formation, the cumula- 
tive growth, of that range of conventionalities and methods of life that are 
currently recognized as economic institutions; but the same interest has also 
pervaded the community’s life and its cultural growth at points where the 
resulting structural features are not chiefly and most immediately of an 
economic bearing. The economic interest goes with men through life, and it 
goes with the race throughout its process of cultural development. It affects 
the cultural structure at all points, so that all institutions may be said to be 
in some measure economic institutions.® 


7 This aspect of the problem is merely summarized in the present paper. A 
fuller comparison is reserved for forthcoming essays. 
§ Thorstein Veblen, The Place of Science in Modern Civilization, pp. 76-77. 
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If, as he states, all institutions are in some measure economic, it 
would seem that his institutionalism is equivalent to economic de- 
terminism from the effects of which few, if any, phases of human 
behavior escape. Accordingly, the scope of institutional econom- 
ics would be most comprehensive, involving all aspects of group 
organization and effort. It is this comprehensiveness of institu- 
tionalism, rather than its equivalence to economic determinism, 
that should engage our attention at this juncture. For, if there 
are no assignable limits to the scope and content of institutional 
economics, it seems hardly possible to develop its criteria and 
norms. This Veblen recognizes. And, although maintaining that 


“there is ....no neatly isolable range of cultural phenomena 
that can be rigorously set apart under the head of economic insti- 
tutions .... ,’* he is inclined to limit the scope of economics to 


a study of “those institutions in which the economic interest most 
immediately and consistently finds expression, and which most 
immediately and with the least limitation are of an economic 
bearing.”’*° 

If, now, the substance of Veblen’s economics be set over against 
that of neo-classical theory as found in the work of Alfred Mar- 
shall, one of its leading exponents, the departures of institutional- 
ism from traditional economics is both absolute and clear-cut. 
From the Marshallian standpoint the substance of economics com- 


prises 
a study of men as they live and move and think in the ordinary business of 
Pe acew It concerns itself chiefly with those motives which affect, most 


powerfully and most steadily, man’s conduct in the business part of his life. 
.... But the motive is supplied by a definite amount of money: and it is 
this definite and exact money measurement of the steadiest motives in busi- 
ness life, which has enabled economics far to outrun every other branch of 
the study of man.” 


In other words, Marshall considered the purpose of economics to _ 
be the study of human nature in its wealth-getting and wealth- 


spending activities, and to show the motives which impel men to 
act or to refrain from acting in the gratification of their material 


9° Ibid., p. 77. ” Ibid. 
* Alfred Marshall, Principles of Economics (8th ed.; London, 1922), p. 14. 
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wants. These motives can be measured by the sums of money that 
are just sufficient to induce them to undergo certain pains. Mon- 
ey, however, furnishes only an approximate measure of real mo- 
tives in economic life. For the real motives are pleasures and pains 
which cannot be definitely and accurately measured. Still, it is 
pleasures and pains which create those states of feeling in the in- 
dividual which determine the complex of bargaining relations in 
the production and consumption of wealth and which give deter- 
minateness to the equation of supply and demand.” Economic 
phenomena are described in terms of a trend toward equilibrium 
under conditions which are constantly changing so that equilibri- 
um is never reached, while human nature is assumed to function 
according to the maxims of hedonistic psychology.** All of this is 
alien to the spirit in which Veblen viewed the economic process. 


% See Marshall, op. cit., pp. 15-19, especially n. 1, p. 19. 
% Dr. Simon Kuznets has substituted the more felicitous title of “equilibrium 
| economics” for that body of doctrine usually called “classical and neo-classical.” 
His justification is found in a statement by Professor Loewe, whom he quotes: 
“All the systems of economics since the Physiocrats have put in the center the con- 
| cept of equilibrium This concept of equilibrium is logically bound up with 
| the concept of a closed, interdependent system. Since it is only through independ- 
ence from outside influences and through the functional inter-connection of the ele- 
| ments of the system, that the persistence of any state, i.e., of an equilibrium, is 
| achieved. We can thus say that any system of economics which operates with the 
concept of equilibrium must necessarily be a closed interdependent system—in 
|} short, a static system. As such the theory of movement characteristic of this system 
is a movement by the method of variations” (Simon Kuznets, “Equilibrium Eco- 
omics and Business Cycle Theory,” Quarterly Journal of Economics, May, 1930, 
p. 387). In taking Marshall as a typical exponent of neo-classical doctrines, the 
conclusion should not be drawn that he underestimated the importance of historical 
and descriptive facts. His Industry and Trade, published toward the end of his life, 
is a realistic study. He describes it as “designed to make a small contribution to the 
study of the progress of industrial technique, and of business organization; as well 
as of the distribution of the benefits thence arising among the various sections of 
the people and various nations” (3d ed. [London, 1927], p. 1). In the same volume 
he expresses high regard for two members of the English and German historical 
schools to whom Veblen himself was greatly indebted. “My own experience,” 
writes Marshall, “has been . . . . that, the more I knew of the work of Sir W. J. 
Ashley and the late Professor Schmoller, the warmer became my regard for them; 
in spite of the opposition between the main drifts of their work and of my own” 
(ibid., Preface, p. vi). Furthermore, Marshall, in his Principles, warns against the 
conclusion that his analysis is an ethical justification of the competitive form of eco- 
nomic organization, or that he assumes that that system is the ideal, and therefore 
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Veblen’s departure™ from the type of economics represented by 
Marshall is not merely a matter of such differences in classifica- 
tion as have come to distinguish, let us say, the work of Herbert 
Davenport from that of Professor Frank A. Fetter, or the work 
of both Fetter and Davenport from that of Marshall. The de- 
parture which Veblen makes is caused by a far more deep-seated 
disagreement, in which superficial distinctions of definitions, and 
even methodological differences, are of slight importance. F oe | 
the standpoint of methodology, it is significant that Veblen, un- 
like the quantitative analyst, was not especially disturbed over 
the method of the neo-classical school. Although aware of the 
tendency to reduce the “facts of observation to quantitative and 


best. Although still believing in his declining years that the capitalistic economy 
makes greater provision for the maintenance of industrial efficiency than any 
socialistic proposal, he did not minimize the inadequacies of the system from the 
standpoint of the welfare of the masses. Thus he said, “I see on all sides marvellous 
developments of working-class faculty: and, partly in consequence, a broader and 4 
firmer foundation for socialistic schemes than existed when Mill wrote” (J wre 
and Trade, Preface, p. viii). 


“4 It should be remarked here that, in spite of Veblen’s dissent from Marshall’s 
main theoretical position, he states that Marshall’s work “very materially furthered 
the advance of the science outside the scope of taxonomy His insistence on 
the continuity of development and of the economic structure of communities is a 
characteristic of the best work along the later line of classical political economy”’ 
(The Place of Science, p. 175). On the other hand, Veblen looks upon the work of 
John Bates Clark as a dogmatic defense of the competitive economic system. “Mr. 
Clark’s general theory of production does not differ substantially from that common- 
ly professed by the marginal-utility school. It is a theory of competitive acquisition. 
An inquiry into the principles of his doctrine, therefore, as they appear, e.g., in the 
early chapters of the Essentials, is, in effect, an inquiry into the competence of the 
main theorems of modern hedonistic economics This latter portion of the 
volume has the general complexion of a Bill of Rights It implies that the 
scope and method of the discussion is governed by the preconception that there is 
one right and beautiful definitive scheme of economic life, ‘to which the whole crea- 
tion tends.’ Whenever and in so far as current phenomena depart or diverge from 
this definitive ‘natural’ scheme or from the straight and narrow path that leads to 
its consummation, there is a grievance to be remedied by putting the wheels back 
into the rut. The future, such as it ought to be,—the only normally possible, 
natural future scheme of life,—is known by the light of this preconception; and men 
have an indefeasible right to the installation and maintenance of those specific eco- 
nomic relations, expedients, institutions, which this ‘natural’ scheme comprises, 
and to no others” (The Place of Science, pp. 221 and 230). 
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objective terms,’** he never attempted to substitute statistical 
method for the abstract deductive logic of traditional economics. 
Whenever he resorted to statistics, it was to illustrate or to rein- 
force some cardinal principle. As objective and as realistic as he 
admitted the statistical approach to be, he reasoned that realism 

as only one of the ingredients of science. Realistic facts have to 
be generalized into a closely knit body of knowledge in order to 
constitute science. For this reason he refused to admit that the 
work of the German historical school constituted a scientific eco- 
nomics."7 What Veblen objected to in the neo-classical school was 
not its logical generalizations™ but its underlying preconceptions 
of hedonistic psychology and natural law. To him these precon- 
ceptions were nothing more than the rationalized common sense 
of the period in which they were formulated. He contended that if 
economics is to be made into an evolutionary science,” these pre- 
conceptions would have to be discarded. He maintained that in 
reasoning from them as the premises of their system, classical 
economists endowed economic institutions and behavior with a 
permanence and universality contradicted by modern anthropol- 
ogy. “By virtue of their hedonistic preconceptions, their habitua- 
tion to the ways of a pecuniary culture, and their unavowed ani- 
mistic faith that nature is in the right, the classical economists 
knew that the consummation to which, in the nature of things, all 
things tend, is the frictionless and beneficent competitive sys- 
tem.”° Accordingly, the body of knowledge derived from these 
preconceptions is an apologia for the status quo. By thus striking 


8 Veblen, The Instinct of Workmanship (New York, 1922), p. 245. 

6 A striking illustration of the way Veblen made use of statistics is afforded by 
his essays on the depreciating effect of machinery upon the price of agricultural 
products. See “The Price of Wheat since 1867,” Journal of Political Economy, 
December, 1892, pp. 68-103; and “The Food Supply and the Price of Wheat,” 
tbid., June, 1893, pp. 365-79. 

17 Veblen, The Place of Science, p. 72. 8 Tbid., p. 58. 

** To constitute an evolutionary science, economics had to become a “theory of 
a process of cultural growth as determined by the economic interest, a theory of 
| cumulative sequence stated in terms of the process itself” (The Place of Science, 
P- 77)- 

» The Place of Science, p. 145. 
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at the theoretical underpinnings of the classical system, Veblen 
seeks not only to discredit its logic but to invalidate it as a body of 
knowledge in which the present economic scheme finds moral jus- 
tification. The result of his attack is a body of ideas which de- 
parts from traditional economic theory in respect of philosophic 
interest, the substantial grounds of analysis and inquiry, and the 
ideological significance of the materials handled. 

The facts of human nature and of human action are appre- 
hended by Veblen in terms of conditioned responses. In conse- 
quence he would perforce condemn the theory of human behavior 
on which classical theory was based and would, also, adjudge the 
point of view of the classical school as that of pre-evolutionary 
science. Speaking directly of the hedonistic basis of marginal util- 
ity as stated in the works of Marshall and Clark, Veblen remarks: 

To any modern scientist interested in economic phenomena, the chain of 
cause and effect in which any given phase of human culture is involved, as 
well as the cumulative changes wrought in the fabric of human conduct itself 
by the habitual activity of mankind, are matters of more engrossing and more 
abiding interest than the method of inference by which an individual is 
presumed invariably to balance pleasure and pain under given conditions 
that are presumed to be normal and invariable. The former are questions of 
the life-history of the race or the community, questions of cultural growth 

. while the latter is a question of individual casuistry The former 
bear on continuity and mutations of that scheme of conduct whereby man- 
kind deals with its material means of life; the latter, if it is conceived in 
hedonistic terms, concerns a disconnected episode in the sensuous experience 
of an individual member of such a community.” 


This conception of human nature Veblen took from his study of 
modern anthropology and from what was then the newly founded 
instinct-habit psychology. On this basis he contended that man 
is something more than “a bundle of desires that are to be satu- 
rated by being placed in the path of the forces of the environment” ; 
that it is characteristic of him to do something, not merely to suf- 
fer pleasure and pain through the impact of inevitable forces; and 
that man is a “coherent structure of propensities and habits which 
seeks realization in an unfolding activity.” These habits and pro- 
pensities “are the products of his hereditary traits and his past 


* Ibid., p. 240. 
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experience, cumulatively wrought out under a given body of tra- 
ditions, conventionalities and material circumstances.” The fail- 
ure of classical economics to interpret human nature in these 
terms gives it a static rather than an evolutionary character. 


. .. . the conception of the economic interest which a hedonistic psychol- 
ogy gives does not afford material for a theory of the development of human 
nature. Under hedonism the economic interest is not conceived in terms of 
action. It is therefore not readily apprehended or appreciated in terms of a 
cumulative growth of habits of thought, and does not provoke, even if it 
did lend itself to, treatment by the evolutionary method. At the same time 
the anthropological preconceptions current in that common-sense apprehen- 
sion of human nature to which economists have habitually turned has not 
enforced the formulation of human nature in terms of a cumulative growth 
of habits of life. These received anthropological preconceptions are such as 
have made possible the normalized conjectural accounts of primitive barter 

. . . and the no less normalized conventional derivation of landed property 
and its rent, or the sociologico-philosophical discussions of the “function” 
of this or that class in the life of society or of the nation.* 


The objection that classical economics does afford a theory of 
economic development by virtue of its constant resort to dynamic 
considerations, Veblen denies. ‘For all their use of the term ‘dy- 
namic,’ ”’ he says, “neither Mr. Clark nor any of his associates in 
this line of research have yet contributed anything at all appreci- 
able to a theory of genesis, growth, sequence, change, process, or 
the like, in economic life.”” Whenever the classical theorists speak 
of “dynamic economic changes,” it is in relation to the problem of 
; valuation and distribution. They have had nothing to say of the 
_| causes of change in an unfolding sequence of economic institu- 
tions, because their theory is cast not in causal terms but in terms 

f teleology.* This teleological character of economic science is 
closely connected with its hedonistic preconceptions. Underlying 
its generalizations of human action, therefore, is the “belief in a 
meliorative trend” which exercises “a constraining guidance over 
the course of causes and effects.”” Thus, the ultimate laws and 
principles formulated are “normal or natural, according to a pre- 


* Jbid., p. 74. Compare with Marx’s strictures on Jeremy Bentham’s principle 
of utility. Quoted in this paper; see n. 66. 
% Ibid., pp. 78-79. 
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conception regarding the ends to which, in the nature of things, 
all things tend. In effect, this preconception imputes to things a 
tendency to work out what the instructed common sense of the 
time accepts as the adequate or worthy end of human effort.’”*5 
The result is ‘‘a body of logically consistent propositions concern- 
ing the normal relations of things—a system of economic tax- 
onomy.’”° 

The point of view underlying any system of taxonomy, 
whether economic or otherwise, is that of pre-evolutionary science 
in which the facts of life have imputed to them a spiritual coher- 
ence and are generalized in terms of personality and propensity. 
Like the pre-evolutionary scientist, the classical economists have 
not been satisfied with a non-teleological examination of brute 
causation. They have imputed to their facts such underlying prin- 
ciples as “overruling Providence,” order of nature, and natural 
law after the fashion of animistic metaphysics. For, 
their sense of truth and substantiality is not satisfied with a formulation of 
mechanical sequence. The ultimate term of their systematization of knowl- 
edge is a “natural law.” ....To meet the high classical requirement, a 
sequence—and a developmental process especially—must be apprehended in 
terms of a consistent propensity tending to some spiritually legitimate end. 
When facts and events have been reduced to these terms of fundamental 
truth and have been made to square with the requirements of definitive 
normality, the investigator rests his case. Any causal sequence which is ap- 
prehended to traverse the imputed propensity in events is a “disturbing 
factor.”’7 


On the other hand, cause and effect is impersonal and definitive 
for the modern scientist. The evolutionary scientist refuses “to go 
back of the colorless sequence of phenomena and seek higher 
ground for an ultimate synthesis.””’ When the attitude of modern 
science is carried over into the examination of economic life, eco- 
nomic action is teleological only in the sense “that men always 
and everywhere seek to do something.” But what they seek to 
do is to be explained only by an actual examination of the details 
of their behavior. When economic affairs are looked at imperson- 
ally, in the “matter-of-fact” manner of science, they are seen to 

5 Ibid., p. 65. 77 Ibid., p. 61. 

% Ibid., p. 67. % Ibid., p. 75. 
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be in a state of flux in which “there is no definitively adequate 
method of life and no definitive or absolutely worthy end of ac- 
tion, so far as concerns the science which sets out to formulate a 
theory of the process of economic life.”*® A science which treats 
economic behavior from this standpoint is not primarily concerned 
with the valuation process, or with static equilibrium and its dy- 
namic aberrations. It is primarily interested in economic change 
and the causes of it. 

With these critical deliverances against equilibrium economics 
as a background, what conclusions can be drawn concerning the 
norms and criteria of Veblen’s institutionalism? It should be 
remembered that, throughout his entire range of publications cov- 
ering several volumes and many essays, Veblen never used the 
phrase “institutional economics.” The justification for calling 
him an “‘institutionalist” is his conception of the function of eco- 
nomics. As already intimated, economics to him was, or ought to 
be, an evolutionary science. This he defined as a genetic inquiry 
into an unfolding process of institutions. Such a definition, of 
course, leaves the essential features of institutionalism vague and 
uncertain. For what, after all, are economic institutions?» And 
how can they be treated genetically? Veblen states that 
any community may be viewed as an industrial or economic mechanism, the 
structure of which is made up of what is called its economic institutions. 
These institutions are habitual methods of carrying on the life of the com- 
munity in contact with the material environment in which it lives. When 

‘ given methods of unfolding human activity in this given environment have 
been elaborated in this way, the life of the community will express itself with 
some facility in these habitual directions. The community will make use 
of the forces of the environment for purposes of its life according to methods 
learned in the past and embodied in these institutions,* 


and that 


the life of man in society . . . . is a struggle for existence, and therefore it is 
a process of selective adaptation. The evolution of social structure has 


9 Ibid. 

% Veblen says that “an institution is of the nature of a usage which has become 
axiomatic and indispensable by habituation and general acceptance” (Absentee 
Ownership [New York, 1923], p. 101, n. 1). 

* Veblen, The Theory of the Leisure Class (New York, 1931), p. 193. 
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been a process of natural selection of institutions.“ . . . . Institutions must 
change with changing circumstances, since they are of the nature of an 
habitual method of responding to the stimuli which these changing circum- 
stances afford. The institutions are, in substance, prevalent habits of 
thought with respect to particular relations and particular functions of the 
individual and the community 


If, in accordance with the first statement, economic institutions 
are habits of thought elaborated in and received from the past, 
thereby constituting the present scheme of things, Veblen’s insti- 
tutionalism must in some way be connected with a study of the 
present organization of economic life as a complex of habits and 
conventionalities. And if, in accordance with the second state- 
ment, economic institutions are habitual methods of responding 
to stimuli afforded by changing circumstances and must accord- 
ingly change with these circumstances, it should also deal with the 
factors that determine change. When these two statements are 
combined, it appears that Veblen’s institutional economics com- 
prises (1) a study of social culture as shaped by material condi- 
tions and as the embodiment of social habits and customs that 
have become crystallized into institutions as the result of the 
group’s repeated responses to its surrounding material environ- 
ment; and (2) a theory of economic causation in which institu- 
tional growth and change take place according to neo-Darwinian 
canons of biological selection and survival. 

As a theory of economic change, Veblen fashioned his institu- 
tionalism on the basis of the instinct-habit psychology of James 
and McDougall, the mutationism applied by De Vries to biologi- 
cal evolution, and Darwin’s theory of natural selection.* While 
he insists that the forces making for institutional readjustments 
are in the last analysis economic, he is equally insistent that eco- 
nomic change, often a matter of innovation, takes effect in a given 
culture through the changing habits of the various occupational 
groups: 

Social structure changes, develops, adapts itself to an altered situation, 
only through a change in the habits of thought of the several classes of the 
community; or in the last analysis, through a change in the habits of thought 

» Ibid., p. 188. 38 Ibid., p. 190. 

4 Veblen, The Place of Science, p. 77. 
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of the individuals which make up the community. The evolution of society 
is substantially a process of mental adaptation on the part of individuals 
under the stress of circumstances which will no longer tolerate habits of 
thought formed under and conforming to a different set of circumstances in 
the past.3s 


The pressures provoking change emanate from material considera- 
tions and are therefore economic: 


Anyone who is required to change his habits of life and his habitual rela- 
tions to his fellow-men will feel the discrepancy between the method of life re- 
quired of him by the newly arisen exigencies, and the traditional scheme of 
life to which he is accustomed. It is the individuals placed in this position 
who have the liveliest incentive to reconstruct the received scheme of life 
and are most readily persuaded to accept new standards; and it is through 
the need of the means of livelihood that men are placed in such a position.* 


Finally, the process is not a rational one but one of unending ad- 
justment or adaptation operating somewhat after the principle of 
natural selection: 

The progress which has been made and is being made in human institu- 
tions and in human character may be set down, broadly, to a natural selec- 
tion of the fittest habits of thought and to a process of enforced adaptation of 
individuals to an environment which has progressively changed with the 
growth of the community and with the changing institutions under which 
men have lived. Institutions are not only themselves the result of a selective 
and adaptive process which shapes the prevailing or dominant types of 
spiritual attitude and aptitudes; they are at the same time special methods 
of life and of human relations, and are therefore in their turn efficient factors 
of selection Changing institutions in their turn make for further selec- 
tion of individuals endowed with the fittest temperament, and a further 
adaptation of individual temperament and habits to the changing environ- 
ment through the formation of new institutions. 


When this neo-Darwinism is applied to modern economic life, it 
not only illustrates his theory of economic change but also serves 
as basis for comparing his institutionalism with Mitchell’s quanti- 
tative analysis and Marx’s class-struggle theory. 


38 The Theory of the Leisure Class, p. 192. 

% Tbid., p. 195; also The Vested Interest (New York, 1920), p. 9, and Absentee 
Ownership, p. 18. 

37 The Theory of the Leisure Class, p. 188. In,another place Veblen remarks that 
change is a matter of fortuitous habituation or one of forced movements, tropisms, 
and animal conduct when stated in the language of Jacques Loeb’s mechanistic 
biology. See Absentee Ownership, pp. 19-20. 
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Modern capitalism* is looked upon by Veblen as being made 
up of two prevailing types of institutions, each serving different 
ends. There is, on the one hand, a set of institutions devoted to 
acquisition and, on the other, a set devoted to physical produc- 
tion.** The former includes all those employments or occupations 
that are pecuniary, and therefore serve invidious economic inter- 
ests. The latter comprises those occupations that are industrial, 
and therefore non-invidious in purpose.* The pecuniary institu- 
tions group themselves about business enterprise or the quest for 
gain as their arch-expression. The industrial institutions find their 
typical expression in modern technology or the machine process. 
Business enterprise is the older of these institutions, having orig- 
inated in the era of handicraft and petty trade,“ when its legal 
basis was fashioned by the philosophy of natural rights and natu- 
ral liberty. But the physical basis of business enterprise is the 
machine process which is an essentially modern fact.“ The ma- 
chine process involves the application of the physical and chemical 
sciences to the production of goods. It “‘draws into its scope and 
turns to account all branches of knowledge that have to do with 
the material sciences, and the whole makes a more or less delicate- 


ly balanced complex of sub-processes.’’* The machine process en- 
forces uniformity and standardization of the materials turned out 
and handled. Its two well-defined characteristics are 


(x) the running maintenance of interstitial adjustments between the several 
sub-processes or branches of industry, wherever in their working they 
touch one another in the sequence of industrial elaboration; and 

(2) an unremitting requirement of quantitative precision, accuracy in point 
of time and sequence, in the proper inclusion and exclusion of forces 
affecting the outcome, in magnitude of the various physical characteris- 
tics ....of the materials handled as well as of the appliances em- 
ployed.“ 

These two sets of institutions* enforce different disciplines, and 
therefore different mentalities, upon the different classes in the 


8 Veblen, The Theory of Business Enterprise, p. 1. 

9 Ibid., p. 314. 

# Veblen, The Theory of the Leisure Class, p. 233. 

* The Theory of Business Enterprise, chap. viii. 

# Ibid., p. 66. “% Ibid., pp. 7-8. “ Ibid., p. 8. 

4S The third institution that goes to make up modern culture is the political state. 
It is older in point of evolution than either business enterprise or the machine system. 
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modern industrial community, creating something of a class di- 
chotomy which is comparable to Marxian class struggle. These 
rival patterns of behavior, or, to use Veblen’s characteristic 
phrase, these “habits of thought” enforced by the different dis- 
ciplines, take their effect in the members of various classes accord- 
ing as they are preoccupied either with the machine or with busi- 
ness enterprise. Thus, merchants, bankers, brokers, lawyers, 
salesmen, salaried managers, real estate operators, financiers, and 
corporate promoters (the classes commonly grouped as business 
men), being habitually pre-occupied with the quest of profits (pe- 
cuniary gain) as a vocation, have their habits molded by its prin- 
ciples. The central principle of business enterprise (pecuniary 
pursuits) is private ownership; and its end, the individual accumu- 
lation of wealth, is served through the price system, investment 
for profit, corporation finance, absentee ownership,” advertising, 
speculation, and vested rights (immaterial wealth and intangible 
assets).47 The logic of business enterprise is dictated by price, 
capitalization, markets, investment, and credit—in other words, 
by those pecuniary transactions and arrangements to which busi- 
ness men give attention, looking forward to the greatest net mon- 
ey advantage through purchase and sale. 

In contrast, the discipline of the machine falls upon the work- 
men in the mechanical industries, but more especially upon the 
technicians and engineers in the supervisory capacities.“ The dis- 
cipline enforced by the machine is 


a standardization of conduct and of knowledge in terms of quantitative pre- 
cision, and inculcates a habit of apprehending and explaining facts in terms 
of material cause and effect. It involves a valuation of facts, things, rela- 
tions, and even personal capacity, in terms of force. Its metaphysics is 
materialism and its point of view is that of causal sequence.” 


But, having mainly originated in predation, the political state has come to serve 
business ends, thereby reinforcing and protecting the institutions of property and 
gain. See The Theory of Business Enterprise, chap. viii, especially pp. 286-89; and 
The Place of Science, p. 404. 

“ The Engineers and the Price System (New York, 1921), chaps. ii and iii; and 
also The Theory of Business Enterprise, chap. vi. 

“7 The Vested Interests, p. 100. 

# The Theory of Business Enterprise, p. 307. ” Ibid., pp. 66-67. 
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As the machine process rests upon the application of the physical 
and chemical sciences, “it is governed by the same logic as the 
scientific laboratories. The procedure, the principles, the habits 
of thought, preconceptions, units of measurement and of valua- 
tion, are the same in both cases.’’* The logic which is imparted by 
it is therefore mechanistic. Resting upon “impersonal apprehen- 
sion of material cause and effect,” the machine “inculcates think- 
ing in terms of opaque, impersonal cause and effect, to the neglect 
of those norms of validity that rest upon usage and on conventional 
standards handed down by usage.”’* The technicians whose daily 
preoccupation is the machine process become the intellectual embodi- 
ment of the forces at work. Pecuniary details of profit, price, bar- 
gaining, and markets do not engage their attention.* As work- 
men, their interest is in mechanical efficiency and physical pro- 
duction. However, it is not for the engineers and technicians to 
say how far production shall go or the conditions under which it 
is to be undertaken. The industrial system is owned by business 
men, and it is for them to say when it shall run and what and how 
much it shall produce. Although owning the machine process, 
business men do not understand its logic, nor are they affected by 
its discipline. They are technologically unfit but financially ex- 
pert. The mechanical set-up serves them merely as a means of 
exploitation. Their interest in it is not material production, per 
se. Their primary concern is heightened sale and profit. This they 
frequently achieve by curtailing or interrupting production even 
to the economic disadvantage of the community. Whereas the 
technicians are unconsciously serving the material welfare of the 
community by their impersonal use of the industrial system and 


5° Absentee Ownership, p. 261. 

5* The Theory of Business Enterprise, p. 310. 

5% Absentee Ownership, p. 262. 

53 “Tn no case and with no class does the discipline of the machine process mould 
the habits of life and thought fully into its own image. There is present in the human 
nature of all classes too large a residue of the propensities and aptitudes carried over 
from the past ” On the other hand, “none of the active classes in modern life 
is fully exempt from pecuniary work.” But the need of attention to pecuniary mat- 
ters is less and less exacting in the life of the technical classes (The Theory of Business 
Enter prise, pp. 309 and 315). 
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would let it run without interruption and at full capacity had they 
some say in the matter, the business men are using it primarily to 
facilitate maximum individual gain rather than for the maximum 
material well-being of the community.“ But the conditions im- 
posed by the machine make the continued and inefficient opera- 
tion of it by business ownership progressively more difficult. Ha- 
bituated to different employments and, therefore, possessing dif- 
ferent outlooks, the technical and business classes find it increas- 
ingly hard to understand or to trust each other. The materialistic 
logic which the machine inculcates in the minds of the industrial 
workers and the technicians renders them skeptical of ownership 
as well as other conventionalities. They take to socialism. 

Thus, life in the modern industrial community is seen by Veb- 
len as a conflict between two opposing principles—of vendibility 
against material serviceability, of private profit against public 
welfare, or finally of conservatism against radicalism. From the 
standpoint of the classes involved, it is a conflict in which the 
technical and industrial c'asses are arrayed against the captains 
of finance, these latter finding their natural allies among the other 
non-industrial classes—soldiers, politicians, and clergymen.” The 
outcome is uncertain, especially in the United States. Here the 
technicians, engineers, and industrial experts, although “the in- 
dispensable General Staff which feeds the Vested Interests, . 
are a harmless and docile sort, well fed on the whole and some- 
what placidly contented with the ‘full dinner-pail’ which the lieu- 
tenants of the Vested Interests habitually allow them.’’” But all in- 
dications point to the natural demise of business enterprise and 
the organization of technical experts into a “Soviet” for running 
industry.* 

34 The Theory of Business Enterprise, pp. 157-58; also, Absentee Ownership, p. 10, 
and The Theory of the Leisure Class, pp. 227-29. 

8s The Theory of Business Enterprise, chap. ix. 

% Ibid., p. 321. 

51 The Engineers and the Price System, p. 135. This skepticism runs through all of 
Veblen’s pronouncements. See ‘Army of the Commonweal,” Journal of Political 
Economy, June, 1894, pp. 461 ff.; and ibid., December, 1899, pp. 106 ff. 

% The Theory of Business Enterprise, chap. x; and The Engineers and the Price 
System. 
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If Veblen’s analysis of capitalism shows anything concerning his | 
institutionalism, it is that the latter is more than a realistic de- 
lineation of economic structure. The important task of institu- 
tionalism is that of working out the mechanics of economic | 
change that operate in capitalistic, as in other economic, societies. 
And from Veblen’s standpoint a scientific theory of economic 
change can never be simply a statement of objective® fact. It 
must combine the observation of phenomena with the generaliza- 
tion of facts and experiences into theoretical propositions. In light 
of such propositions the course of history may be predicted and 
social judgments of the current scheme fashioned. These char- 
acteristics Veblen manifests in demonstrating that the conflict 
in habits arising from business enterprise and the machine process 
leads to the dissolution of capitalism. And it is significant that 
these characteristics are hardly to be found in the work of a single 
one of those economists who are said to have been influenced by 
Veblen. When Professor Mitchell, for example, takes over into his 
quantitative study of business cycles Veblen’s conception of pe- 
cuniary and technological employments, the classification is dis- 
sociated from its former implications. This is revealed in Profes- 
sor Mitchell’s conception of the function and scope of quantitative 
method in economic analysis, which is summarized as follows: 

Of the content of this quantitative economics we can form but uncertain 
surmises. One topic, however, is fairly sure to receive much attention—the 
topic defined twenty-four years ago at the thirteenth annual meeting of the 
American Economic Association by Dr. Veblen. This is the relation between 
business and industry, between making money and making goods, between 
the pecuniary and technological phases of economic life. 

% One should be guarded, however, against taking at face value Veblen’s tireless 
iteration of the necessity for objectivity and dispassionateness in the study of 
culture. In the words of Professor Homan, ‘‘An aloof Olympian humor possesses 
him. From behind a pose of objective analysis he launches his shafts of humorous 
exposure or indignant protest against the absurdities, shortcomings, and vices of 
human nature and human institutions. He is, again, an inveterate and brilliant 
phrase-maker, and rather continuously sacrifices the objective character of his 
analysis to the exigencies of striking, even flamboyant, diction” (Paul T. Homan, 
Contemporary Economic Thought, p. 114). And see Wesley C. Mitchell, “Thorstein 
Veblen, 1857-1929,” New Republic, September 4, 1929. 

® Wesley C. Mitchell, “Quantitative Analysis in Economic Theory,” American 
Economic Review, March, 1925, pp. 7-8. 
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This problem of the relation between these two dominant institu- 
tions of capitalism “has been sadly slurred over’ in qualitative 
theory, just as Professor Mitchell maintains. But what does he 
hope to achieve by introducing it into quantitative research? He 
goes on to show that, since much of the quantitative economist’s 
data “‘will consist of two great groups of time series,” a shift in 
reasoning from one to the other will give remarkable insight into 
the relation of pecuniary and technological employments and 
their effect upon human welfare and economic efficiency. On the 
one hand, 

one group [of data] shows variations in the output, stocks, shipment, of 
orders for economic goods expressed in physical units—bushels, pounds, 
yards, ton-miles, names on payrolls, hours of work, accident rates, labor 
turnover and so on through a list that will grow with the growth of statistics, 


and, on the other, 


the second group . . . . shows variations in quantities expressed in monetary 
units Out of this technical characteristic of the statistical data we 
may expect to come to a closer scrutiny of the relations between our pecu- 
niary institutions and our efficiency in producing and distributing goods. 
.... Investigations of this type will broaden out into a constructive 
criticism of that dominant complex of institutions known as the money 
economy—a constructive criticism which may guide the efforts of our chil- 
dren to make that marvellous flexible form of organization better fitted to 
their needs.* 


This restatement by Professor Mitchell of the central theme of 
Veblen’s work causes it to undergo a notable transformation. 
However desirable Veblen may have considered technical efficien- 
cy, he did not conceive of the relation of pecuniary acquisition to 
technological efficiency as a problem on which data were to be ac- 
cumulated and passed on to future generations. To him, business 
enterprise and the machine process constituted the basis of a con- 
flict between technicians and business men, between social wel- 
fare and private profits. Of course, Professor Mitchell agrees with 
Veblen that the problem of human welfare is bound up in the rela- 
tion between business enterprise and industrial efficiency. But un- 
\like Veblen, he does not conceive of the relationship as the basis 
for deriving sociological evaluations of culture, for describing the 


& Ibid. 
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“deficiencies” of a capitalistic economy, or for explaining the | 
course of history. He looks upon the relationship as furnishing 
conceptual guidance in an empirical study of the adjustment be- 
tween consumption and production. But a more fundamental dis- 
tinction should be drawn between Professor Mitchell and his 
former teacher. Veblen’s prediction of the future institutional 
changes that would in all likelihood result from the increasing | 
antagonism between the industrial and business classes served to! 
illustrate the theory of economic change that he considered an 
essential part of an evolutionary economics. It is this theory of 
economic change that gives uniqueness to Veblen’s institutional- 
ism. It makes of it a philosophy of history and a critique of the 
present economic order in which the approach is mainly cultural 
and historical rather than statistical. As a philosophy of history, 
Veblen’s theory of economic change, for which we propose the 
term “institutional mutationism,”’ is significantly related to the 
historical materialism of Karl Marx. Thus, we establish an ideo- 
logical differentiation of Veblen’s institutionalism from Mitchell’s 
quantitative analysis, and a striking affinity between institution- 
alism of the Veblenian variety and Marxism, especially in the 


aspect of class-struggle theory.” 
In Veblen’s “institutional mutationism” the neo-Darwinian 
principles® of selection, variation, and survival perform very 


® Only a summary comparison can be made here of the relation between Marx ° 
and Veblen. In forthcoming essays the comparison is to be extended to include the 
central ideas encompassed in their works. For the purpose of this more comprehen- 
sive comparison the central ideas of Marx are tentatively placed against those of 
Veblen as follows: ‘‘Dialectical Materialism and Institutional Mutationism”’; 
“Class Struggle and the Conflict in Occupational Habituations” ; “The Overproduc- 
tion and the Overcapitalization Theories of Business Cycles”; “The Theory of In- 
creasing Misery and the Technological Deficit”; “The Concentration of Capital and 
Working Class Thriftlessness”; “The Proletarian Dictatorship and the Soviet of 
Technicians” ; “The Dialectical and the Genetic Accounts of Capitalism, the Labor 
Process, Private Property, and the State.” 

% These principles are the basis of Veblen’s generalizations. They color his entire 
range of ideas. They are his pivots of institutional changes. But they are not 
scientific—that is to say, empirical—criteria in the light of which history may be 
judged. They are simply analogies drawn from biology and anthropology. Compare 
with F. H. Knight, “The Limitations of Scientific Method in Economics,” in The 
Trend of Economics (edited by Rexford G. Tugwell), especially pp. 249-50. 
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much the same function as the Hegelian dialectic does in the 
Marxian system. The manner in which the former operate differs 
from that of the latter; but the results are, on the whole, analo- 
gous. When neo-Darwinism is applied to the historical move- 
ment as a whole, social change is seen as resulting from the chang- 
ing outlooks, habits, and conduct of individuals as shaped by “‘in- 
vidious” and “non-invidious” types of work. When dialectical 
materialism is applied in like manner, change is the outcome of a 
succession of class conflicts based upon the shifting character of 
property, income, and production. In the Veblenian scheme, 
change is not effected through reasoned class interest with respect 
to property, as in the Marxian. It is a matter of a non-purposive 
change in the habits of individuals. 

. . any resulting revision of the principles of conduct will come in as a 
drift of habituation rather than a dispassionately reasoned adaptation of 
conduct to the circumstances of the case. It appears always to be a matter 
of “forced movements” rather than an outcome of shrewd initiative and 
logical design—even though much argument may be spent in the course of 
_] Se Habituation affects the aptitudes of the individual as such, and 
comprises no collective bent. It is in the nature of a vis a tergo, which may 
drive many persons in the same general direction, but which looks to no end. 


This does not amount to a denial of historical materialism by 
Veblen. It merely means that he shifts the mechanics of its opera- 


tion. 

What the Marxists have named the “Materialistic Conception of His- 
tory” is assented to with less and less qualification by those who make the 
growth of culture their subject of inquiry. This materialistic conception says 
that institutions are shaped by economic conditions; but, as it left the hands 
of the Marxists . . . . it has very little to say regarding the efficient force, 
the channels, or the methods by which the economic situation is conceived to 
have its effect upon institutions. What answer the early Marxists gave to 
this question . . . . was to the effect that the causal connection lies through 
a selfish, calculating class interest. But, while class interest may count for 
much in the outcome, this answer is plainly not a competent one, since, for 
one thing, institutions by no means change with the alacrity which the sole 
efficiency of a reasoned class interest would require.‘ 


While Veblen would agree with Marx that the social cleavage in 
a capitalistic society is determined by the institution of ownership, 


% Veblen, Absentee Ownership, p. 19. 
*s The Place of Science, pp. 313-14. 
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he would maintain that this is so for other reasons. The cleavage 
does not grow out of class calculation with respect to the effect 
of ownership upon the distribution of income. It arises out of 
habits conditioned, in part, by ownership as a matter of daily oc- 
cupation and discipline. Marx could well make his predictions 
with finality and certitude, since he based his conflict upon the 
proletariat’s logical perception of economic necessity. But this ra- 
tionality® imputed by Marx to class bias has always been one of 
the weakest links in his chain of reasoning. Veblen’s theory of hu- 
man motivation was based upon instinct and habit which, once 
conditioned by material or institutional factors, constituted a be- 
havior pattern which remains relatively stable until disturbed by 
a new set of conditioning influences. Consequently, the habit pat- 
terns existing under any given set of circumstances are the prod- 
uct of past and present influences. According to Veblen, then, hu- 
man nature under modern conditions is a mixture of archaic 
traits” or tendencies. These traits are in some cases predatory 
and in others non-predatory in character. They have been se- 
lected or repressed by the prevailing economic institutions. The 
institution of ownership is the basis of invidious distinctions and 
pecuniary employment. It therefore “acts to conserve and cul- 
tivate the predatory aptitudes and the predatory animus” in the 
individuals engaged in pecuniary or business occupations. The in- 


% This does not overlook Marx’s criticism of Jeremy Bentham’s principle of 
utility. “The principle of utility was not discovered by Bentham. He merely repro- 
duced in a dull and spiritless fashion what Helvétius and other French writers of the 
eighteenth century had said before him so brilliantly. To know what is useful for a 
dog, we must study dog nature. This nature cannot be excogitated from the prin- 
ciple of utility. Applying the same considerations to man, he that would pass judg- 
ment upon all human activities, movements, relations, etc., in accordance with the 
principle of utility, must first become acquainted with human nature in general, and 
then with human nature as modified in each specific historical epoch. But Bentham 
makes short work of it. In his arid and simple way, he assumes the modern petty 
bourgeois, and above all the modern English petty bourgeois, to be the normal man. 
Whatever seems useful to this queer sort of normal man and to his world, is regarded 
as useful in and by itself. By this yardstick, Bentham proceeds to measure every- 
thing past, present and to come” (Marx, Capital [Eden and Cedar Paul tr.]}, I, 671, 
Nn. 2). 

* “Under the guidance of the later biological and psychological science, human 
nature will have to be restated in terms of habit... . . These habits of life are of 
too pervading a character to be ascribed to the influence of a late or brief discipline” 
(Veblen, The Theory of the Leisure Class, p. 221). 





744 ABRAM L. HARRIS 


dustrial process, on the other hand, is non-invidious. It hastens 
“the obsolescence of the distinctly predatory aptitudes and pro- 
pensities carried over by heredity and tradition from the bar- 
barian past of the race.” As the industrial classes are held to 
strict productive account by mechanical facts and sequences, they 
are habituated “to their appreciation and utilization for the pur- 
poses of human life.”” The machine process engenders a skeptical 
and iconoclastic frame of mind which takes the form of irreligion 
and socialism among the industrial classes. The workers are for 
the greater part exempt from pecuniary matters and are, there- 
fore, increasingly disinterested in ownership. They become prop- 
ertyless and thriftless. They grow impatient of, and hostile to, the 
inefficient operation of the productive system by business owners. 
Eventually, the most technically advanced are organized into a 
“soviet of technicians,” which takes over industry and runs it as 
a public trust. 

In making occupational habituation, rather than rational class 
bias, the mechanism through which material factors operate, Veb- 
len’s analysis of economic change turns upon a theory of human 
motivation alien to the Marxian system, if not incompatible with 
it. On the basis of this theory Veblen is unable, and perhaps it 
should be added, unwilling to predict the ultimate end or the po- 
litical character of his conflict in social habituations. His interest 
in economic change grew out of what he in another connection 
calls “idle curiosity.” His generalizations, therefore, lack the 
emotional appeal and drive necessary for precipitating a mass 
movement such as has been achieved on the basis of Marxian 
ideas. Unlike Marx, Veblen never manifested any interest in 
working out the details of a revolutionary strategy for the over- 
throw of capitalism. But as a purely intellectual performance, his 
indecisive prediction of the “natural decay of business enterprise” 
closely resembles the more doctrinaire Marxian prophecy. Sim- 
ilarly, his “soviet of technicians” and the ideological changes at- 
tributed by him to the industrial classes as the result of their ha- 
bituation to the machine process possess a certain Marxian flavor. 

6 On the function of idle curiosity, see Veblen, The Instinct of Workmanship, 
pp. 85 ff. 
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The former resembles the Marxian dictatorship of the proletariat. 
The latter are similar to those changes in proletarian conscious- 
ness which in the Marxian system arise from changing conditions 
of property. Despite differences in the inner workings of the two 
systems, they both terminate with the transformation of capital- 
ism. Both Marx and Veblen interpreted economic facts in terms 
of their own peculiar theories of social evolution. Their systems 
involve subjective evaluations of capitalism and envisage its 
breakdown. 

Having reviewed the relationship between Veblen and Mitchell, 
on the one hand, and between Marx and Veblen, on the other, we 
shall satisfy the objectives of this paper by summarizing the rela- 
tionship between Mitchell and Marx. The obvious similarity be- 
tween them is the emphasis which they both place upon indus- 
trial fluctuations in the study of economic life. But these fluctua- 
tions were used by Marx to substantiate his well-known theses, 
viz., the “contradictions” of capitalism; the inevitable destruction 
of the institutions of private profit and individual ownership, 
through a proletarian revolution; and the equally inevitable rise 
of a socialist economy in which the “deficiencies” and “‘contradic- 
tions” of capitalism are to be eliminated, and production and con- 
sumption harmonized according to a “settled plan.” Industrial 
fluctuations thus become a component part of a dialectical theory 
of economic progress. In this theory of progress, maximum social 
welfare is said to be attainable only when industrial fluctuations 
and the institutions that cause them have been eliminated. The 
method by which such a transformation is to be produced is “class 
struggle.” 

In what respects does this Marxian approach to industrial fluc- 
tuations differ from that of Professor Mitchell? While recognizing 

® These words “settled plan” are given in the Kerr translation of Capital 
(Chicago, n.d.). A slightly different wording is found in Eden and Cedar Paul’s 
translation. “Conscious and purposive control” has been substituted for ‘‘settled 
plan.” “The life process of society, this meaning the material process of production, 
will not lose its veil of mystery until it becomes a process carried on by a free associa- 


tion of producers, under their conscious and purposive control” (Marx, Capital 
[Eden and Cedar Paul tr.], I, 54). 
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the “deficiencies’’” of capitalism, he would hardly subscribe to the 
Marxian thesis that the business cycle proves the necessity of a 
revolutionary overhauling of our present economic structure. 
These deficiencies can be considerably lessened if we take thought 
of economic behavior and establish intelligent controls. In this 
connection the economist has an important part to play. His part 
is not social criticism of the “inadequacies” of a business economy 
from the standpoint of welfare but facilitating control of that 
economy by contributing to our knowledge of human behavior. 
The contribution which economists must make in this connection 
should, according to Professor Mitchell, proceed along these lines: 


First, we must make an increasingly thorough use of quantitative analysis, 
co-operating vigorously in the efforts at securing better statistical data on 
the one side, and on the other side utilizing such data as we have to the best 
advantage. Secondly, we must be clear in our own minds about the réle 
which institutions play in guiding our behavior. Among these institutions 
mone is more important than the money economy. No one cares deeply for 
what Professor Fetter calls “price economics” on its own account. All of us 
agree with him that our ultimate aim is social welfare. But we cannot pro- 
mote social welfare effectively without finding where our dominating pecu- 
niary institutions serve us well and where they serve us ill. So we have the 
best of reasons from the viewpoint of “‘welfare economics” itself for devoting 
most of our attention to the technical exigencies of the price system.” 


Unlike the Marxian position, that of Professor Mitchell is experi- 
mental. Consequently he holds that inasmuch as we have learned 
to prevent the crisis phase of the cycle from degenerating into 
“financial panic” we may with improved knowledge learn how to 


» These deficiencies are briefly summarized by Professor Mitchell in his comment 
on the 1921 depression. “This past year millions of us have been idle when we wished 
to work, billions of dollars of plant and machinery have stood unused when the 
owners longed to start their furnaces, and what we wanted to produce we needed to 
consume. The Edict of Enchantment which forbade us to do what we wished was 
pronounced by the Money Economy. We are periodically mastered by this social 
machinery we have made, and stand idle and needy at its bidding. For with all its 
efficiency the Money Economy has a fundamental defect—it warps the aim of 
economic activity. What we want as human beings is to make serviceable goods. 
What we are compelled to do as citizens of the money economy is to make money. 
And when for any reason it is not profitable to make goods we are forced to sacrifice 
our will as human beings to our will as money makers. That is the heart of the 
paradox” (The American Economic Review, Supplement, March, 1922, p. 31). 

™ The American Economic Review, Supplement, March, 1922, p. 32. 
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control the “boom” and “‘depression’”’ phases.” Yet he makes no 
dogmatic claims for his method by declaring that it will eventu- 
ally eradicate industrial fluctuations. 


No competent student of the subject will assert that the rhythmical 
alternations of activity and stagnation so characteristic of modern business 
can be entirely eradicated, so long as we maintain the institutions of the 
money economy. We do not know what measure of control can ultimately be 
attained. On the other hand, there is nothing in current theories of business 
cycles and nothing in the economic history of the past which forbids us to 
hope that by well-conceived measures we can mitigate in great part the 
sufferings which we undergo at present in consequence of booms and de- 
pressions.73 


As a consequence of his experimental attitude, Professor Mitchell 
finds no necessary relationship between welfare and class struggle 
such as underlies the Marxian interpretation of business cycles. 
He proposes, therefore, that “scientific method” be substituted for 
“class struggle” as a means of social progress. 

Reform by agitation or class struggle is a jerky way of moving forward, 
uncomfortable and wasteful of energy. .. . . Our first and foremost concern 
is to develop some way of carrying on the complicated processes of modern 
industry and interchange day by day, despite all tedium and fatigue and yet 
keeping ourselves interested in our work and contented with the division of 
the product. This is a task of supreme difficulty—a task that calls for 
intelligent experimentation and detailed planning rather than for agitation 
and class struggle. What is lacking to achieve the end, indeed, is not so 
much good will as it is knowledge, above all knowledge of human behavior.% 


This knowledge is to be supplied through quantitative measure- 
ments of social phenomena, i.e., through social statistics. Again, 


In contributing toward a quantitative knowledge of social facts, in putting 
knowledge at the disposal of responsible officials, we are contributing a 
crucially important part toward achieving the greatest task that confronts 
mankind today—the task of developing a method by which we may make 
cumulative progress in social organization.’s 

” Ibid., p. 22. 


% Wesley C. Mitchell, “The Problem of Controlling Business Cycles,” in The 
Stabilization of Business (edited by Lionel D. Edie; New York, 1923), p. 2. 

™ Mitchell, “Statistics and Government,” Journal of the American Statistical 
Society, XVI (1918), 228-32. Reprinted under title “Control by Method” in W. H. 
Hamilton’s Current Economic Problems (Chicago, 1915), p. 906. 


78 Ibid., p. 908. 
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| The result that Professor Mitchell obtains by substituting “sci- 
| entific method” for “class struggle”’ is a sharp ideological differen- 
tiation of quantitative economics from Marxism on the one hand 
and Veblen’s institutionalism on the other. Veblen rejects the 
Marxian postulate of “class struggle” for reasons of interpreta- 
tion,” while Mitchell does so for reasons of social policy. Thus, in 
contrast with the socio-philosophic approach of Marx and Veblen, 
Professor Mitchell, standing as chief advocate of quantitative 
analysis, would make economics an empirical science based mainly 
upon statistical procedure. In his theoretical generalizations, he 
refuses to pass social judgments or to make moral evaluations of 
the function of economic institutions and classes. While institu- 
tionalism of the Marxian and Veblenian varieties is devoted to 
cultural analysis and social criticism, quantitative economics is 
content to become the science of social and business engineering. 
On the basis of data supplied by quantitative economists, govern- 
ment officials will be able to guide the fortunes of the economy as a 
whole. Business men may also use these data better to conduct 
their particular enterprises and also to increase their knowledge 
of the organic relation between their separate concerns and the 
entire institutional set-up. Quantitative economics does not find 
that maximum “social welfare” is only to be achieved by shifting 
the locus of economic control from business men to a “soviet of 
technicians” or to a “proletarian dictatorship.” In this respect it 
is similar to the classical school which predicated progress upon 
the institutions of ownership and the quest for gain. Whereas 
quantitative economics has shifted the emphasis from the prob- 


% “A consistently materialistic conception, consistently adhering to a material- 
istic interpretation of the process of development as well as of the facts involved in 
the process, could scarcely avoid making its putative dialectic struggle a mere un- 
conscious and irrelevant conflict of the brute material forces. This would have 
amounted to an interpretation in terms of opaque cause and effect, without recourse 
to the concept of a conscious class struggle, and it might have led to a concept of 
evolution similar to the unteleological Darwinian concept of natural selection. It 
could scarcely have led to the Marxian notion of a conscious class struggle as the 
one necessary method of social progress, though it might conceivably, by the aid of 
empirical generalisation, have led to a scheme of social process in which a class 
struggle would be included as an incidental though perhaps highly efficient factor’ 
(Veblen, The Place of Science, p. 416). 
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lem which forms the core of equilibrium theory and has displaced 
the abstract and deductive methodology of the latter with objec- 
tive statistical analysis, it has made no similar breach in ideology. 
If classical and neo-classical economists have been denominated 
apologists of capitalism, business-cycle economists, in so far as 
Professor Mitchell’s description represents them, can hardly be 
said to harbor any far-reaching skepticism toward modern eco- 
nomic organization. Hence, the only visible tie between institu- 
tionalism of the Veblen variety and quantitative analysis is their 
common departure from the concept of equilibrium and their 
common shift of interest from the theory of value and distribution 
developed in classical and neo-classical works. 
ABRAM L. Harris 


Howarp UNIVERSITY 
Wasarncton, D.C. 





BRITISH MERCANTILIST DOCTRINES CONCERN- 
ING THE “EXPORTATION OF WORK” AND 
“FOREIGN-PAID INCOMES” 


I. INTRODUCTION 


E cynical remark that the writing of history is often 
the transformation of complex truth into simple false- 
hood needs frequent reiteration. In the history of eco- 

nomic thought, truth is indeed complex, and the danger of gen- 
eralization correspondingly great. Perhaps no chapter in the his- 
tory of economic thought has suffered more from unfortunate 
generalization than that heterogenous literature which has, from 
reasons of doubtful logic, received the unhappy title of “mercan- 
tilism.”” With the exception of a few really exploratory essays,’ 
the so-called critical literature of mercantilism is undependable 
for the simple reason that the doctrines have not been thoroughly 
comprehended before appraisal was attempted. Two centuries 
and more of economic tracts cannot be disposed of by bold asser- 
tions. The bearing of the literature of mercantilism upon doctrinal 
development can only be realized after the actual economic be- 
liefs of the Mercantilists have carefully been summarized. Too 
much heat has been generated in the study of mercantilism. There 
has been too much condemnation or vindication; too much criti- 
cism and too little exposition. 

Professor Viner, in his two excellent papers,’ has indicated 
clearly how the doctrinal content of British mercantilism must be 


* The materials for this essay were collected in the Goldsmiths Library, the 
Bodleian Library, and the British Museum when the author was a Fellow of the 
Social Science Research Council. 

2 E.g., Jacob Viner, “English Theories of Foreign Trade before Adam Smith,” 
Journal of Political Economy, Vol. XX XVIII (June and August, 1930), Nos. 3 and 4; 
Edgar S. Furniss, The Position of the Laborer in a System of Nationalism (Boston, 
1920); P. J. Thomas, Mercantilism and the East India Trade (London, 1926); Eli F. 
Heckscher, Merkantilismen, Ett led i den ekhonomiska politikens historia (Stockholm, 
1931). 

3 Op. cit. 
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approached. He has blocked out and analyzed the fundamental 
theories. It is the purpose of this essay to examine British mer- 
cantilist ideas concerning the exportation of labor and skill (in- 
corporated into exports of manufactured goods)‘ and the doc- 
trine of “foreign-paid incomes” which developed from these ideas. 


Il. THE EXPORTATION OF WORK 


In a recent review of a book on Rumanian agriculture,5 Mr. 
A. W. Ashby stated that modern Rumania had been “exporting 
the fertility of her soil in heavy exports of grain.” A visit to tide- 
water Virginia will promptly reveal that the seventeenth- and 
eighteenth-century planters exported the fertility of that portion 
of the “Old Dominion.” Going back a few more centuries, when 
English foreign trade was largely dominated by the Hansa, a 
similar situation was to be found. English exports comprised 
wool, tin, corn, and leather, and until the sixteenth century were 
largely confined to raw materials.® 

But this tendency of foreign trade to exploit the natural boun- 
ty of Britain was not looked on with complete approval. The 
literature and legislation of medieval England contain abundant 
complaint that England was disadvantageously affected by the 
exploitive character of her foreign trade. The gradual change in 
ideas concerning economic policy is correlated with the changed 
status of the “Merchants of the Staple” and the English kontor 
of the Hanseat merchants. The several charters granted to the 
“Staplers,” from 1313 onward, sanctioned (at least for fiscal rea- 
sons) the regulated exportation of English raw materials.’ By 
1505, however, the Merchant Adventurers (whose trade practices, 
as compared with the “Staplers,” were in many ways antithetic) 


4 Viner has dealt briefly with this subject in his first essay, op. cit., pp. 298-301. 

S The Land and the Peasant, by David Mitrany; reviewed by A. W. Ashby, Eco- 
nomica, May, 1932, Pp. 243. 

*L. F. Salzman, English Trade in the Middle Ages (Oxford, 1931), p. 280. The 
tin exported from Devon and Cornwall in the year 1592-93 has been estimated at 
827,900 cwt., while the amount of tin worked up into manufactures was only 162,000 
cwt. for the same year. See R. H. Tawney’s edition of Thomas Wilson’s A Discourse 
upon Usury, p. 54. 

7 As did the confirmation of privileges to the Hanseat merchants. 





752 E. A. J. JOHNSON 


had prestige enough to appear before the Star Chamber to de- 
mand parity with the “Staplers.’”* The next century witnessed 
the growth of the power and influence of the Merchant Adven- 
turers together with the decline of the staple system. Although 
Mary bemoaned the loss of Calais, the sympathies of the Tudors 
were not with the “Staplers,” nor with the trade policy which they 
represented. Meantime, the Merchant Adventurers had steadily 
encroached upon the Hanseats. It was something more than 
gratitude which induced Elizabeth’ to cancel the traditional privi- 
leges of the Hanseatic League, in 1578."° From the fourteenth to 
the seventeenth century, English public opinion had progressively 
aligned itself in favor of a foreign-trade policy which discouraged 
the exportation of ‘“‘unwrought” commodities but sanctioned and 
encouraged the exportation of “wrought” or fabricated goods. 

By the seventeenth century, this fundamental principle of con- 
servation as applied to foreign trade was widely accepted. Much 
of the apparatus of the “Mercantile System”’ was designed to pro- 
mote the approved type of foreign trade. Tariffs were imposed on 
fabricated foreign commodities, while, conversely, foreign raw 
materials were admitted customs free. All this is familiar to the 
student of economic history. Less well known are the theoretical 
beliefs which lay behind the policy which was building the foun- 
dation of England’s industrial development. Still more obscure 
are the fantastic hopes of some British Mercantilists that this pol- 
icy might be made the means of compelling foreign nations to pay 
the wages of English artisans, the profits of English capitalists, or 
the rents of English landlords. 

8 W. E. Lingelbach, The Merchant Adventurers of England (Philadelphia, 1902), 
pp. xxvii—xxviii. 

* The Merchant Adventurers, it is said, loaned the Queen £30,000 in 1560. Cf. 
Tawney, op. cit., pp. 84-85. 

% Lingelbach, op. cit., p. xxix; cf. also George Cawston and A. H. Keane, The 
Early Chartered Companies (London, 1896), 8-9. 

* Furniss, in his admirable monograph, has said that “it was accepted as incon- 
testable” that a policy which minimized the export of raw materials and maximized 
the export of manufactured goods would result in “‘national gain equal to the differ- 
ence in the values of the two forms of export” (Furniss, op. cit., p. 13). But the con- 


stant repetition, in mercantilist writings, of the advantages of exporting manufac- 
tured goods seems to indicate that some persons were still unconverted! 
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When Thomas Mun drew a sharp distinction between “natu- 
ral” and “artificial” wealth,” he was expressing an ancient idea. 
But, although hoary with age, Mun’s neat distinction had all the 
effects of novelty. It supplied a contrast to be conjured with.” 
The fruits of the earth, the products of mines, and the fishes of the 
sea, were England’s “natural” wealth. Some forms of this bounty 
were naturally reproducible (fish, forests, and wild fruits); some 
were reproducible under man’s direction (grains, animals, and 
vegetables) ; others were exhaustible (mines and quarries). “Arti- 
ficial’”’ wealth, which had its origin in labor and “art,” was not re- 
producible by unfailing destiny, but could, in the opinion of the 
Mercantilists, be generated by a wise government. More people, 
more industry, more “art” and “ingenious labor’™ could be pro- 
vided by a far-sighted and effective government. 

The heralded superiority of “artificial” wealth over “natural” 
did not depend, then, upon the expansibility of the former, as con- 
trasted with the latter, although there are to be found vague pre- 
sentiments concerning the ultimate limits to the amount of “natu- 
ral” wealth which might be produced. One advantage of “arti- 
ficial” wealth was presumed to be found in its psychological con- 
sequence. Abundance of “natural” wealth was thought to breed 
indolence and slothfulness, whereas the creation of “artificial” 
wealth encouraged invention, frugality, resourcefulness, and curi- 
osity."* These advantages of “artificial” wealth were indeed de- 


% Thomas Mun, A Discourse of Trade from England unto the East Indies (Lon- 
don, 1621), pp. 48-49. “The riches or sufficiency of every Kingdome, State or Com- 
mon-wealth . . . . is of two sorts: the one is naturall, and proceedeth of the Terri- 
torie itselfe: the other is artificiall, and dependeth on the industry of the Inhab- 
itants.” 

3 The distinction was repeated in varied phraseology during the seventeenth and 
eighteenth centuries. Cf. Gerard Malynes, Consuetudo, vel, Lex Mercatoria (Lon- 
don, 1622); Fortrey, England’s Interest and Improvement (London, 1663 [2d ed., 
1673]), pp. 1-2; Nicolas Barbon, A Discourse of Trade (London, 1690), p. 3. 

“4 The various connotations of “art” and the significance of “art” as a productive 
category in British mercantilist literature have been summarized by the author in 
an article: “The Mercantilist Concept of ‘Art’ and ‘Ingenious Labour,’ ” Economic 
History, Vol. II, No. 6 (January, 1931). 

** Thomas Mun, England’s Treasure by Forraign Trade (London, 1664), pp. 182- 
83; Charles Davenant, The Political and Commercial Works (5 vols.; London, 1771), 
I, 73; Sir William Petty, “A Treatise of Taxes & Contributions” (London, 1662), re- 
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sirable, inasmuch as they increased the productive capacity of a 
nation. But the greatest advantage of “artificial” wealth was the 
simplest. “Artificial” wealth constituted a net addition to that 
wealth which was produced by land and sea. Its magic consisted 
in its augmentative power! 

Again, “artificial” wealth was intangible. It has its origin in 
the physical and mental powers of men. Its common denominator 
was a unit of value rather than a physical unit. From its non- 
material character sprang its great advantages for purposes of for- 
eign trade. Mixed with “natural’’ wealth, this ethereal substance 
enhanced the value of exports, and consequently gave command 
over a maximum of foreign commodities or treasure for a mini- 
mum of England’s “natural” wealth. Like alchemy, it trans- 
muted ordinary substances into precious. 

Not only did the Mercantilists understand the place of “‘invisi- 
ble items” in the balance of payments, as Professor Viner has 
clearly demonstrated,” but they also conceived of the labor and 
“art,” incorporated into fabricated exports, as an “invisible 
item.” Payments for the services of British ships meant that for- 
eign nations paid for the “labour of seafaring men’’” because the 
“labour of seamen,” said Petty, “is always of the nature of an ex- 
ported commodity.’’* Whether the labor services were rendered 
directly, or whether incorporated into commodities, did not alter 
the situation. “The riches of a nation,”’ wrote a London draper, 
“arise out of the labour of the people exported to foreign mar- 
kets.”*® As Dean Furniss has aptly expressed it, the export of 
manufactured goods would increase the credit items in England’s 
balance of payments.” 


printed in The Economic Writings of Sir William Petty (2 vols., Cambridge, 1899), ed- 
ited by C. H. Hull, I, 34; Sir William Temple, Observations U pon the United Provinces 
of the Netherlands (London, 1668 [6th ed., 1693]), p. 211; David Hume, Political Dis- 
courses (Edinburgh, 1752), pp. 26-27. 

6 Op. cil., p. 262. 

7 Temple, op. cit., p. 233. 

8 Sir William Petty, Political Arithmetick (London, 1690), reprinted in The Eco- 
nomic Writings of Sir William Petty, I, 260. 

9 “The Consequences of Trade . . . .” (about 1740) in John Smith, Memoirs of 
Wool, Woolen Manufacture, and Trade (1747 [2d ed., London, 1757]), II, 135. 

» Furniss, op. cit., p. 12. 
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The mercantilist policy which favored the exportation of labor 
was bound up with at least three economic ideals. Domestic em- 
ployment would thereby be increased," more treasure obtained as 
a result of the enlarged credit items,” “natural” wealth of foreign 
nations would be available in exchange for England’s “artificial” 
wealth. Coupled with these desired ends was the principle of con- 
servation: that a wise nation should always economize on her 
natural bounty, or at least “meliorate’”** “natural” wealth by 
labor and “art.” Back of this triassic policy are beliefs older than 
mercantilism. The employment doctrine has its roots in the duty 
of rulers to provide employment for their subjects. Behind the 
doctrine that credit items in a nation’s balance of payments can 
be increased by exporting manufactured goods (containing a max- 
imum of incorporated labor services) lies a medieval theory of 
value: that value can, does, and should increase in relation to the 
amount of labor which has been expended in the improvement of 
commodities.* Bound up with the philosophy of exporting a max- 
imum of labor and skill was the mercantilist theory of production 
which clearly conceived of labor as a factor of production, and 
saw in “art” a productive category of great importance.** The 
distinction between “natural” and “artificial” wealth was not 
mere taxonomy. It was the compaction of mercantilism! 

Granting that several motives stimulated the Mercantilists’ en- 
thusiasm for exporting manufactured goods, one can, with fair ac- 
curacy, eliminate most of the passages which regard such a policy 
primarily as a means of generating domestic employment. The 
remaining samples will tend to illustrate a policy designed to aug- 
ment the inflow either of treasure or of commodities not regarded 
as nationally deleterious. These samples either praise the exporta- 
tion of British labor or condemn the importation of foreign labor. 
In the study of Pythagorean coins, the numismatist studies re- 


* This aspect has been carefully dealt with by Furniss, pp. 12-25, and is cogently 
summarized in Viner, op. cit., pp. 298-301. 

# This has all too frequently been emphasized as the only motive. 

% Britannia Languens, or a Discourse of Trade (London, 1680), p. 23. 


* Thomas Aquinas, Summa Theologica (literally translated by Fathers of the 
English Dominican Province )(New York, 1918), Part II, Second Number, p. 328. 


2s E. A. J. Johnson, Economic History, 11, No. 6 (January, 1931), 245-52. 





756 E. A. J. JOHNSON 


verse and obverse. But if the coins are perfect, it comes to the 
same thing. So with the mercantilist arguments concerning the 
exportation of labor. To condemn the importation of foreign 
work was the obverse of the praise of exporting British labor. 

At least from the time of Hales,” British mercantilists inveighed 
against importing commodities of foreign manufacture. Part of 
this criticism was a condemnation of luxury.” But quite separate 
were the complaints that England should restrain by law or moral 
suasion the inflow of foreign labor (whether in services or goods). 
“What grossnes be we of,” asked John Hales, “that se it and suffer 

. . Owre owne commodities to goe and set straungers on worke, 
and then to bye them againe at there handes.”* Was it not clear 
that by such a policy English consumers would pay for foreign 
customs, foreign ‘“workmanshippe,” and the British customs 
charged upon re-entry? Even more foreign labor was purchased 
if the goods had been transported by foreign seamen. The pur- 
chase of foreign labor and foreign “‘art”’ in linen cloth, said Andrew 
Yarranton, was the obvious reason why “the people are unim- 
ploy’d, and the land lyeth idle and waste.’’® Competitors were 
subsidized, while English “natural” wealth was unused and Eng- 


land’s potential “artificial’”’ wealth undeveloped! 

Many voices combined in protest against the inflow of foreign 
manufactures.” Legislative enactments revealed the acceptance 
of the principle that foreign goods in which foreign labor was 
crystallized should be repressed by duties or debarred by pro- 
hibitions. The goal of a wise nation ought to be “to do without 


% John Hales, A Discourse of the Common Weal of this Realm of England (1581), 
edited from MSS by Elizabeth Lamond (Cambridge, 1893). 

*7 Cf. E. A. J. Johnson, “Unemployment and Consumption: the Mercantilist 
View,” Quarterly Journal of Economics, August, 1932; Furniss, op. cit., p. 59; Viner, 
op. cit., p. 274 and p. 431. 

8 Hales, op. cit., p. 65. 

* Andrew Yarranton, England’s Improvement by Sea and Land to Out-do the 
Dutch without Fighting (London, 1677), p. 144. 

» E.g., the author of Britannia Languens, p. 23; Henry Robinson, England’s 
Safety in Trades Encrease (London, 1641), p. 51; Charles King, The British Mer- 
chant; or Commerce Preserv’d (3 vols.; London, 1721), III, 89; Josiah Child, A Dis- 
course About Trade (London, 1690), p. 161. 
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the produce of the labour or ingenuity” of other nations, but 
“without forcing those other nations to do without ones own.’’* 

Turning now to the reverse, we find a much greater number of 
passages which approve and advocate the exportation of British 
labor. From Hales (1549) to Steuart (1767), the same type of ar- 
gument runs through the mercantilist literature. Hales argued 
that the export of manufactures would mean the employment of 
Englishmen “at the chardges of straungers.”** Mun (circa 1628?) 
said a nation received a double gain from exporting manufactured 
goods: the price of the “materials” and the price of the “manu- 
facture.” Temple (1668) thought the prosperity of the Dutch 
was partly ascribable to the sale of Dutch man-power in goods or 
shipping services.* That the export of finished goods made possi- 
ble the foreign sale of a larger value product than the export of 
raw materials was emphasized by the anonymous author of 
Britannia Languens (1680).55 Nicolas Barbon (1690) admitted 
that the “exchange of wrought goods, for unwrought” produced 
an advantage to England, but feared that if an attempt were 
made to enforce this policy by the prohibition of foreign manu- 

3* Malachy Postlethwayt, Britain’s Commercial Interest Explained and Improved 
(2 vols.; London, 1757), II, 398. See also William Wood, A Survey of Trade (London, 
1718 [2d ed., 1722]), pp. 224-25. 

# Hales, op. cit., p. 65. 

33 England’s Treasure by Forraign Trade, p. 17. I find myself in disagreement with 
Viner when he says (Journal of Political Economy, XXXVIII, 299 n.) that Mun 
“makes no use of the employment argument.” On pp. 27-28 of the first edition of 
England’s Treasure by Forraign Trade, Mun wrote: “It were policie and profit for 
the State to suffer manufactures made of forraign materials to bee exported custome- 
free, as Velvets and other wrought Silks, Fustians, Thrown Silks and the like, it 
would employ very many poor people, and much encrease the value of our stock. 
....” This seems to be a fairly typical employment argument for the export of 
finished goods. But if Viner meant that Mun did not propose restrictions on imports 
to generate employment, he is quite correct. 

§4 Observations Upon the United Provinces, p. 233. 

3s Most materials of manufacture are of small value whilst raw and unwrought, 
at least in comparison of the manufacture, since by manufacture they may be made 
of five, ten, or twenty times their first value, according to the workmanship.” 
(Britannia Languens, p. 24.) The same point was made by J. B. in 1679: “There is 
five times more profit by the manufacturing of wool, than by wool itself; compare the 
wool of England with its cloth.” “An account of the French Usurpation upon the 
Trade of England In a letter.” (By J. B., Memoirs of Wool, I, 234.) 
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factured goods, other nations might retaliate.*%* The reason why 
the Spanish people were poor, despite their control over gold and 
silver mines, said John Cary (1695), was because they purchased 
their imports with “treasure or product, their labour adding noth- 
ing” to the value of their exports.” Wise policy, he thought, should 
seek to sell goods only after they had “‘encreased in their value by 
the labour of our people.” 

Petty (1690) said that the “labour of seamen”’ was an “exported 
commodity” which tended to create an “overplus”* in the na- 
tion’s balance.*® Davenant (1699) styled the difference between 
the cost of materials and the value of exported manufactured 
goods a “clear gain to England.’’” In John Locke’s opinion, manu- 
facturing brought great benefits to a nation “especially if the 
workmanship be worth more than the materials.” Nehemiah 
Grew, who wrote an advisory tract for Queen Anne,® in 1707, 
branded the ‘Exporting of Unwrought goods and such as are not 
fully manufactur’d” as an unconscionable violation of national 
duty.“ He estimated that there were about seven hundred types 
of imported goods which represented the purchase of foreign labor 
to England’s “unspeakable loss.”"“ Daniel Defoe (1726), who con- 
ceived of ‘“‘art”’ as a technological factor of production, was less 


36 “For any nation to make a law to prohibit all foreign goods, but such only as 
are most advantageous; is to put other nations upon making the same laws; and the 
consequence will be to ruin all foreign trade.” (A Discourse of Trade, pp. 77-78.) 

37 John Cary, An Essay on the State of England in Relation to its Trade, its Poor 
and its Taxes (Bristol, 1695), Dedication. 

38 An expression frequently used to connote the equivalent of the more familiar 
term, “favorable balance of trade.”’ Viner has listed other synonymous expressions 
(op. cit., pp. 257-59). 

39 Political Arithmetick, p. 260. 

# Charles Davenant, “An Essay upon the Probable Methods of Making a People 
Gainers in the Balance of Trade” (London, 1699), reprinted in Works (edition cited), 
II, 234. 

# John Locke, Some Considerations of the Consequences of the Lowering of Interest, 
and Raising the Value of Money (London, 1692), p. 42. 

# Lansdowne MSS 691, in the British Museum. See E. A. J. Johnson, “Nehemiah 
Grew: A Forgotten Mercantilist,” American Economic Review, XXI, No. 3, 463-80. 
4 Lansdowne MSS 6o1, Folio 71. #“ Ibid., Folio 48; see also Folio 52. 

45 See E. A. J. Johnson, “The Mercantilist Concept of ‘Art’ and ‘Ingenious La- 
bour,’ ” Economic History, II, No. 6, 242. 
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pessimistic concerning British policy than most of his contem- 
poraries. England, he said, “exports more . . . . of the labour of 
its own people, than any other nation,” but should bend every 
effort to export more! The author of The Case of the British and 
Irish Manufacture of Linen (1738) styled manufacturing as a more 
effective means “of gaining riches” than agriculture or fishing,“ 
although he failed to explain in detail why there was a presump- 
tive national advantage. Sir Matthew Decker (1744), who advo- 
cated free ports, alleged that imported raw materials could be 
“improved by the peoples’ labour at least twice, it may be ten 
times their first cost,” and command a proportionately increased 
supply of treasure or desirable imports.“ John Campbell (1750) 
commended the growth of English manufacturing. By this policy, 
said he, “we now reap from them [fabricated exports], together 
with their intrinsick value, the full profit of all that our own in- 
dustry in manufacturing them can bestow.’’” 

Joseph Harris (1757-58) charged the state with the duty of 
constant surveillance over foreign trade. Like Thomas Mun,® he 
distinguished between trade which was beneficial to the merchant, 
and that which was advantageous to the nation. “That trade is 


# Daniel Defoe, The Complete English Tradesman directing him in the several 
Parts and Progressions of Trade (London, 1726), Vol. II, Part 2, p. 10. The same 
note of optimism is found in a tract entitled “The Golden Fleece; or Trade, Interest 
and Well-being of G. B. considered” (1736?), in John Smith’s Memoirs of Wool, II, 
61. The author of this tract alleges that the English “wisely forsaw, how fatal and 
destructive the exporting of unwrought wool might prove.” He realizes more clearly 
than his contemporaries that differences in cost lie at the basis of a successful manu- 
facturing industry and shows how the export of English raw wool might contribute 
to the competitive efficiency of foreign wool manufacturers. 

47 Memoirs of Wool, Il, 73-74. 

# An Essay on the Causes of the Decline of the Foreign Trade, Consequently of the 
Value of the Lands of Britain (London, 1744 [2d ed., Edinburgh, 1756]), pp. 2-3. The 
question whether this tract was written by William Richardson or Sir Matthew 
Decker, though long debated, is still unsettled. J. R. McCulloch doubted Decker’s 
authorship, but J. F. Rees (Encyclopaedia of Social Sciences, V, 45) finds these 
grounds “‘insufficient.” 

4 John Campbell, The Present State of Europe, Explaining the Interests, Connec- 
tions, Political and Commercial Views of its Several Powers (London, 1750), II, 284. 

% England’s Treasure by Forraign Trade, p. 64. 

* Joseph Harris, “An Essay upon Money and Coins” (London, 1757-58), re- 
printed in A Select Collection of Scarce and Valuable Tracts on Money (London, 
1856), p. 362. 
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most beneficial,” wrote Harris, “which exports those commodities 
that are least wanted at home, and upon which most labour hath 
been bestowed.’’* Malachy Postlethwayt (1757) also reiterated 
Mun’s classification of desirable and undesirable foreign trade. 
An imprudent merchant might lose by exporting manufactured 
goods, but the state would nevertheless gain,“ because there would 
have been exported not only “natural” wealth but “art.” It was 
because “art gives an additional value to the productions of Na- 
ture” that the “artful” nation “would receive in exchange more 
than it would give.”5’ Although a nation should export manu- 
factured goods even if the raw materials had to be imported, 
Postlethwayt thought that the best exports were those which had 
their origin in Britain’s “natural” wealth and had been improved 
by British “art” and labor.™ 

The capstone of the doctrinal edifice is to be found in the writ- 
ings of Sir James Steuart, in which the traditional distinction be- 
tween “natural” and “artificial” wealth is carried to its logical 


8? Conversely, the most desirable imports, in Harris’ opinion, were “simple prod- 
ucts, either necessary for immediate consumption, in the form they are imported; or 
as materials to be wrought into commodities” (Harris, op. cit., p. 362). 

ss Another classification of “good and bad trade,”’ which was frequently repeated, 
was apparently first set forth by Sir Theodore Jansen (1713) in a small tract entitled, 
General Maxims in Trade, particularly applied to the Commerce between Great Britain 
and France. These “Maxims” reappear in The British Merchant; or Commerce Pre- 
serv’d (3 vols.; London, 1721), and in William Wood’s Survey of Trade (London, 
1718). 

4 Postlethwayt, op. cit., II, 369-70. 

58 Ibid., IT, 394. On the export of “art” see E. A. J. Johnson, “The Mercantilist 
Concept of ‘Art’ and ‘Ingenious Labour,’” Economic History, II, No. 6, 245-48. 
Long before Postlethwayt, the author of Reasons For a Limited Exportation of Wooll 
(1677) showed the advantage of exporting “art.”” The “profit arising by the trans- 
portation of a manufacture,” said he, ‘is much greater (supposing equal vent) then 
that of unwrought materials, Art increasing the value so much as the thing wrought 
is more useful, and the working laborious” (op. cit., p. 4). 

% Postlethwayt, op. cit., pp. 134-35. A contemporary writer on agriculture went 
even farther. “It may be worth remembering,” wrote Walter Harte, “that one mil- 
lion’s worth of things vendible being productions from our earth, and raised by our 
own hands at home, will when exported, bring a nation more real gain than the sale 
of three million’s worth of goods in manufactures, providing the materials manu- 
factured are purchased from abroad.” (Walter Harte, Essays On Husbandry [Lon- 
don, 1764], pp. 24-25.) This point of view is not typical of the eighteenth-century 
writers. 
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conclusion. To Steuart, the desideratum of foreign-trade policy 
was to achieve not merely a favorable “balance of trade” but a 
favorable “balance of labor.” “In all trade,” said Steuart, “two 
things are to be considered in the commodity sold. The first is the 
matter, the second is the labour employed to render this matter 
useful. The matter exported from a country is what the country 
loses; the price of the labour exported is what it gains.” If more 
labor is imported than is exported, a nation loses. The balance of 
labor, therefore, measures the gains from foreign trade. The gain 
from foreign trade, Steuart concluded, consisted in a net amount 
of “matter” (of “natural wealth”), since foreign buyers of British 
labor “must have paid im matter for the surplus of labour ex- 
ported.”” From this reasoning, Steuart came to a conclusion which 
was the epitome of the doctrine: “It is therefore a general maxim, 
to discourage the importation of work, and to encourage the ex- 
portation of it.” Obverse and reverse are exactly complemen- 
tary; the Pythagorean coin is perfect! 


III. THE DOCTRINE OF FOREIGN-PAID INCOMES 


Back of the arguments educed in favor of the exportation of 
work lay a realization that there were national gains derived from 
foreign trade. The monetary profit to the merchant was evident, 
but wherein did the national benefit consist? It was with this 
problem, not wholly solved today, that the British Mercantilists 
wrestled. Their answers were naive and bizarre, but their curi- 
osity and their efforts to solve the problem, praiseworthy. The 
doctrine of “‘foreign-paid incomes” illustrates the persistent ef- 
forts of the British Mercantilists to discover the national advan- 
tages of foreign trade. 

Whereas the exportation of British labor gave employment to 
British subjects, the importation of foreign labor gave employ- 
ment to foreigners. Wage payments to artisans, profits to manu- 
factures, rents of landowners, were influenced by foreign demand. 
“The gentleman,” said Charles King, “fondly imagines that he 
receives his rent from his tenant; the weaver that he is paid his 

57 Sir James Steuart, An Inquiry Into the Principies of Political Oeconomy (2 vols., 
London, 1767), p. 336. 

# Tbid., p. 336. 
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wages by the master-clothier: but it is the consumer that pays 
both.” To consume foreign manufactures meant hiring foreign 
labor and thereby paying the wages of foreign artisans.” It was 
argued that a favorable balance of trade indicated the net amount 
of exported labor while an unfavorable balance indicated the net 
amount of imported labor. Bullion, said Joseph Harris, is a desir- 
able import because it “hath little or no workmanship bestowed 
upon it, and is every where after it hath once got from the miner’s 
hands, a kind of dead stock.” The receipt of bullion involved 
the importation of a minimum of foreign labor. Meantime, the 
bullion was not only desirable in itself, but it was also a rough indi- 
cation of the amount of British labor consumed abroad in excess 
of the foreign labor imported. 

Although many references to “foreign-paid incomes” are to be 
found in the British mercantilist literature of the seventeenth cen- 
tury, it was the famous controversy concerning the proposed com- 
mercial clauses* of the Treaty of Utrecht which brought the doc- 
trine into prominence. The Tories, who proposed the Rapproche- 
ment with France, were hard pressed by the Whigs and the Lon- 
don merchants. Defoe, who was hired by Bolingbroke to defend 
the proposed treaty, summoned up every argument to justify the 


8° The British Merchant, I, 166. 

© Cf. Hales, op. cit., p. 65; Fortrey, op. cit., pp. 26-27; John Bellers, Essays About 
the Poor .... (1699), p. 10; The British Merchant, 1, 34-41; Wood, op. cit., p. 85; 
Postlethwayt, op. cit., I, 369-70; Harris, op. cit., pp. 404-5. 

® Harris, op. cit., pp. 404-405. Like Sir James Steuart, Harris adhered to a “‘bal- 
ance of labor” theory. A nation, said he, may lose by its foreign trade in two ways: 
if bullion left the country, or “‘if its exports maintained fewer of its own inhabitants, 
that its imports did of those of foreign nations” (ibid.). 

* The eighth and ninth clauses. These clauses provided: that the subjects of 
England and of France should enjoy the same commercial privileges as the subjects 
of the most favored nation; that the duties levied by England, on French commod- 
ities, should be no greater than the duties levied on the goods of any other country; 
that all prohibitions directed against France, since 1644, should be repealed; that 
English goods entering France should pay duties according to the tariff of 1664. The 
adoption of these liberal clauses would have removed special restrictions and marked 
a move in the direction of freer trade. On the history of this proposed treaty, see 
William J. Ashley, “The Tory Origin of Free Trade Policy,” Quarterly Journal of 
Economics, July, 1897. This excellent essay was reprinted in Surveys Historic and 
Economic (London, 1913), pp. 268-303. 














BRITISH MERCANTILIST DOCTRINES 763 


proposal for freer trade with France. Thrice a week the praises 
of the Tory foreign policy were heralded in The Mercator,® and 
twice a week Defoe’s arguments were answered by The British 
Merchant. 

Halifax™ and his Whig merchant friends® carried on a vigorous 
agitation which ultimately compelled the government to delete 
the disputed clauses. To refute the Tories, the contributors to 
The British Merchant gathered up every available argument which 
could be used to show that foreign trade with France would have 
untoward effects on Britain’s prosperity. For this end, the doctrine 
of “foreign-paid incomes”’ was found useful, and inasmuch as the 
Whig agitation was successful the labored insistence that ex- 
tended foreign trade with France would increase the British-paid 
incomes of French artisans must have convinced many a reader! 

While Charles King and his associates used the doctrine of 
“foreign-paid incomes” as a weapon to defeat the proposed treaty 
of commerce, they apparently believed that they had enunciated 
a fundamental principle of trade. “This work may be useful to 
future Ages” is the opening sentence of the systematic collection® 
of the arguments which had been used in the pamphlets of 1713 
and 1714. Britain, said the Whig merchants, “can only be truly 
great and Powerful by Trade and Industry.” But trade may be 
helpful or harmful.® Of the nine categories of “good” trade, which 


& Mercator: or, Commerce Retrieved, Being Considerations on the State of the British 
Trade (London, 1713-14). The Bodleian Collection includes 181 of these pamphlets. 
Whether this is a complete set, I have been unable to discover. 

% Who subsidized The British Merchant. 

*S The British Merchant was edited by Charles King. Other contributors were 
Henry Martin, Sir Charles Cooke, Sir Theodore Janssen, James Milner, Nathaniel 
Toriano, Joshua Gee, Christopher Haynes, and David Martin. The exact title of 
the series of pamphlets was The British Merchant; or Commerce Preserv’d: In an- 
swer to The Mercator, or Commerce Retrieved. The Bodleian Collection contains 103 
numbers for 1713 and 1714. 

This collection bears the abbreviated title of the bi-weekly journal: The British 
Merchant; or Commerce Preserv’d (3 vols.; London, 1721). All subsequent references 
will be to this collection. 

% The British Merchant, Preface, p. xix. 

* The discussion of “good and bad trade” in the 1721 edition is a reprint of Sir 
Theodore Janssen’s General Maxims in Trade, which was published in 1713. 
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King enumerated, five involved manufacturing and three of these 
five contemplated the exportation of manufactured goods.” Since 
it was laid down as a maxim, “That the Exportation of manufac- 
tures is, in the highest degree, beneficial to a Nation,” logical proof 
had to be offered. Part of this proof was the doctrine of ‘‘foreign- 
paid incomes.” 

An English laborer’s income, said King, consists of his wages. 
Suppose the artisan produces goods which are consumed in Por- 
tugal. Then, as far as this one artisan is concerned, “his whole 
wages are paid him by that Nation, he gains from Portugal the 
whole value of his yearly Labour.”” The same reasoning was fol- 
lowed by other eighteenth-century writers. If English wool were 
manufactured at home, said a London draper, more people will 
be employed “and the wages paid by foreigners.’ Even if an 
imprudent merchant loses by exporting manufactured goods, said 
Malachy Postlethwayt, “the state will gain so much as they [the 
exported manufactures] are sold for abroad.” Foreigners will pay 
for the raw materials and for “the wages of the workmen em- 
ployed in manufacturing them.”’” 

Conversely, English consumers of foreign manufactures would 
pay foreign wages. By the purchase of French linen, complained 
Andrew Yarranton, in 1677, England will keep Frenchmen at 
work and pay their incomes.” If bounties were granted to British 
colonists for manufacturing naval stores, “we should by this 
means transfer the employment we give the Danes and Swedes to 
our own people.’ Charles King argued that the English con- 
sumer of foreign wares paid foreign wages: “the same thing must 
be said of the Portuguese Manufacturer that works for the Con- 
sumption of the English Nation; he clears his whole Wages from 
this Kingdom.’”> Imports of any kind involved some “foreign- 


% The British Merchant, I, 2-4. » Ibid., p. 34. 

™ “The Consequences of Trade . . . .” (1740?), in Memoirs of Wool, II, 135. 

” Postlethwayt, op. cit., II, 369-70. 3 Yarranton, op. cit., p. 144. 

4 A Letter to a Member of Parliament Concerning the Naval Stores Bill (London, 
1720), p. 32. For other illustrations compare the less explicit statements by Hales, 
op. cit., p. 65; Fortrey, op. cit., pp. 26-27 and p. 37; Britannia Languens, p. 24. 

%3 The British Merchant, I, 34. 
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paid wages.”’ The function of the government was to minimize 
the potential loss. 

For this reason, the London merchants, in 1713-14, condemned 
the trade with France and advocated trade with Portugal. “All 
that the Consumption of Portugal pays to the English Labourers, 
more than is paid by the Consumption of England to the Labour- 
ers of Portugal, is clear Gain to England and so much Loss to Por- 
tugal.”’® If the total wages expended in the manufacture of Eng- 
lish goods consumed in Portugal amounted to £800,000, while the 
wages of the Portuguese, expended in producing exports destined 
for England, were but £200,000, “‘it is clear that in the Article of 
Wages for Labour, settling the Wages of one People against those 
of the other, we gain by the Balance 600,000 |. per annum.”” To 
Charles King and his fellow-merchants, the test of desirable for- 
eign trade was a favorable balance of foreign-paid incomes! 

But wages were but one of several incomes. What of rent, and 
profits? Would they also test the desirability of various types of 
foreign trade? Ad nauseam, the authors of The British Merchant 
argued that they would. Were not rents the payment for the use 
of land? Did not the consumer, in the final analysis, pay the in- 
comes of landlords? English consumers paid the major portion of 
English rents, but “whoever is the consumer, whether this [na- 
tion] or a foreign nation, pays the Gentleman so much of his 
Rent.” The landlord, of course, did not obtain the total value 

% Ibid. 7 Ibid., pp. 34-35. 

% Ibid., p. 35. Lipson implies that because the authors of The British Merchant 
admitted that the domestic market consumed the major part of British products, 
they thereby anticipated Adam Smith’s preference for domestic trade. (E. Lipson, 
The Economic History of England (London, 1931], III, 89). Realistically, The British 
Merchant admitted that there were more domestic than foreign consumers. But, 
rather than foreshadowing Adam Smith, the argument of The British Merchant was 
quite the reverse. It was because English consumers purchased so much of the prod- 
uce of English industry that French goods ought to be excluded: “And I make no 
doubt that the use of foreign manufactures in England will always be discourag’d 
by our Legislators for this very Reason, that our own Consumption, which pays 
annually the sum of 42 millions to our own Product and Manufactures, that is to the 
Rents of our Lands, and the Labour of our People, may never pay any part of the 
abovementioned Sum to the Rents and Labour of foreign Nations; or at least that 


sufficient care will always be taken that the Consumption of every other Nation 
shal] pay as much to the Rents and Labour of Great Britain, as Great Britain shall 
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of his product but only the remainder “clear of the charge of La- 
bour that is bestowed upon it.” If, after this deduction, the value 
of the products of English lands exported to Portugal were £400,- 
ooo, while the value of the products of Portuguese lands (“clear 
of labour’’) were £100,000, the net “foreign-paid rent’”’ would be 
£300,000. “The English Landholders gain so much yearly from 
Portugal,”’ said King, “and Portugal loses so much to this Na- 
tion.” 

Mercantile profits were measured by the amount that the mer- 
chant’s “sale exceeds his Purchase; and this difference of the Price 
is paid by the Consumer.’® If England consumed the goods 
bought and sold by an English merchant, the consumers paid the 
merchant his profits “but England gets nothing by her Consump- 
tion.”** If Portugal, however, consumed the goods which an Eng- 
lish merchant bought and sold, the merchant “gains the whole 
difference from Portugal.” Trade should, therefore, be so ordered 
as to maximize “foreign-paid profits.” Here, also, a favorable bal- 
ance of incomes should be the goal. Suppose English merchants 
bought English manufactures for £1,200,000 and sold them in 
Portugal for £1,300,000; and suppose that Portuguese merchants 
bought Portuguese goods for £300,000 and sold them in England 
for £325,000. Then, said The British Merchant, “in this very Arti- 
cle of the Merchant’s Gain, England would get clear 75,000 |. per 
annum from Portugal.’ 

The ultimate test of “good” foreign trade depended on whether 


pay to any such other Nation. And there is no way of doing this but by Prohibitions 
or high Duties.” (The British Merchant, I, 168-69.) If there was a preference for 
domestic trade in the argument of The British Merchant, it was the preference of a 
monopolist for keeping his market intact. This was not the type of reasoning which 
Adam Smith was to employ! 

”9 Ibid., 36. 8° Tbid. 

& The familiar doctrine of the sterility of domestic trade. ‘‘Sterility,”” however, 
must be interpreted in a bullionist sense because the Mercantilists admitted that 
domestic trade must be “allowed for conveniency.” See John Cary, Essay on the 
State of England (Bristol, 1695), p. 4; John Pollexfen, Of Trade, also of Coyn, Bullion 
(London, 1697), pp. 40-41; Sir Dudley North, Discourses Upon Trade (London, 
1691), p. 2. 

82 The British Merchant, I, 37. 
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“foreign-paid incomes” were increased. The authors of The Brit- 
ish Merchant rested their case on this argument and won. By this 
touchstone, the trade with Portugal was found beneficial to Eng- 
land, that with France deleterious. Against the arguments of the 
London merchants, Defoe’s Mercator made little headway, espe- 
cially in view of Bolingbroke’s admission that he entered into the 
negotiations with France “more in the character of a statesman 
than of a merchant.’ The victory of the Whig merchants, there- 
fore, was not only political, but doctrinal, and this doctrinal vic- 
tory is indicated by the impressive subscription list™ for the col- 
lected papers of the opponents of the French treaty, edited by 
Charles King, seven years after the bitter controversy. 

The doctrine of “foreign-paid incomes,” like much of mercan- 
tilist theory, was a formula: “All that the Labour of the People, 
the Product of the Lands, and the Gain of the Merchants in one 
Nation, exceed in Value those in the other, is so much Gain to 
the first, and so much Loss to the Second.’”*5 This new statement 
of the balance of trade, however, shifted the emphasis from na- 
tional income to group incomes. Political expediency was clearly 
an important reason for this emphasis. Foreign trade of the ap- 
proved type, it was promised, would swell the incomes of laborers, 
landlords, and merchants. Holland, Germany, Portugal, and 
Italy, said the authors of The British Merchant, pay more English 
rents, wages, and profits, than England pays of their incomes.” 
“For my own part,” wrote Charles King, “I know no other way 
of estimating the Profit or Loss of Trade between two Nations.’ 

What should be the commercial policy which would be con- 
sistent with this reasoning? There were two answers, indicating 
two boundaries which could not or ought not be crossed. Eng- 
land might completely restrain the inflow of foreign commodities 

% Ashley, op. cit., p. 299. 

% The subscription list included 360 names and included peers, statesmen, mer- 
chants, and men of letters. It may be interesting to note the following names: Joseph 
Addison, William Burnet, Sir Matthew Decker, John Hancock, William Loundes, 
the Duke of Marlborough, William Paterson, Sir Richard Steel, Sir James Stewart 
(sic), Robert Walpole. 

8s The British Merchant, I, 37. 

% Tbid., pp. 168-69. % Tbid., p. 37. 
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and thereby pay no foreign incomes whatever. Or, tariffs could 
be so devised that “every other Nation shall pay as much to the 
Rents and Labour of Great-Britain as Great-Britain shall pay to 
any such other Nation.”* The latter represented the most liberal 
foreign-trade policy which could be condoned. The French trade 
was condemned (if the authors of The British Merchant were sin- 
cere) because it fell outside of this limit. 

The reactionary qualities of the reasoning which underlay the 
doctrine of “foreign-paid incomes” are now apparent. Professor 
Viner was quite correct when he stated that, in the controversy 
concerning the Treaty of Utrecht, “the level of argument on both 
sides was low.’*® The authors of The British Merchant came to 
traditional conclusions by means of a new rationale, but a new 
rationale which involved a return to the computation of “particu- 
lar” balances. In this regard, Viner is justified in styling the 
Whig merchants as men holding “extreme mercantilist views.”’” 
This characterization, however, is not wholly true. To the extent 
that the Whig pamphleteers shifted the emphasis from national 
wealth, as a goal of trade policy, to the augmentation of group in- 
comes, their influence on mercantilist thought would seem to be 
salutary. 

But one question remains unanswered. How were the foreign- 
paid incomes to be transferred to the recipients? Search the three 
volumes of The British Merchant as thoroughly as you wish, there 
is only one answer to be found there. Specie inflow, or specie held 
abroad on England’s account,” was the measure of the net “‘for- 
eign-paid incomes.” The beneficent effect of “foreign-paid in- 
comes” could only arise from inflation, caused by the inflow of 
specie, within the receiving country.” Not until the writings of 
James Steuart does one find a clear-cut statement that the gains 
from international trade are to be estimated in terms of the net 


8 Tbid., p. 169. 8 Op. cit., p. 455. 

% Ibid., p. 456. See also Lipson, of. cit., p. go. 

* Or used to support British armies abroad. 

9 Volume II of The British Merchant contains a good deal of material about the 
foreign exchanges and a description of how the balance of trade may be settled by 
gold movements. See pp. 115-19, 296-99. 
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amount of foreign “‘natural’”’ wealth (“matter”) which has been 
derived from the exportation of labor.” 

That the government might be the recipient of a “foreign-paid 
income” was a belief to which frequent reference was made. By 
developing a re-export trade, it was argued that the English king 
would gain “half custom paid him by strangers, without taking a 
penny out of his subjects purse.”™ Fauquier believed customs 
duties were borne by consumers. For this very reason, he advo- 
cated export duties on English manufactures because “‘so far as 
foreigners are consumers, so far they pay that tax for us.’ The 
hope that foreigners might be caused to pay English freights, 
merchants’ commissions, and warehouse rentals*® was cherished 
by many Mercantilists, and illustrates their understanding of 
the “invisible items” in the balance of payments.” 


IV. CONCLUSION 


Despite the naiveté of the British mercantilists, their ideas con- 
cerning the exportation of work and “foreign-paid incomes” were 
not foolish. Like Friedrich List, the British nationalists believed 
that nations which exported agricultural and mineral products 
were economically inferior to manufacturing nations. Moreover, 
seventeenth-century England was faced with a chronic problem of 
pauperism. A foreign-trade policy, which might promise to in- 
crease employment, viewed a distressing social problem from a 
comparatively long-time point of view, as contrasted with poor 
relief. 

The belief that the incorporation of labor services in manufac- 
tured goods would correspondingly increase the value of the fin- 
ished goods was partly a medieval survival. The doctrine of com- 

% Steuart, op. cit., p. 336. 

»* “A Treatise, wherein is Demonstrated, That the East-India Trade is the most 
National of all Foreign Trades” (1681), reprinted in Somers Tracts (London, 1748), 
IV, 43. 

9s Frances Fauquier, An Essay on Ways and Means for raising Money for the Sup- 
port of the Present War, without increasing the Public Debts (London, 1756), pp. 20-21. 

% Cf. Decker, op. cit., p. 200; Britannia Languens, pp. 19-20; Davenant, Works, 
II, 275; Fortrey, op. cit., p. 37. 

9% See Viner, op. cit., pp. 262-63. 
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parative advantage was yet unborn. Whatever theories of for- 
eign trade that developed were crude and naive—yet naive the- 
ories are better than none, if for no other reason than that they 
presage more accurate thought. The Mercantilists were not whol- 
ly deceived by the analogy between private enrichment and na- 
tional benefit. But the burden of proof fell upon the merchants to 
show why their activity was advantageous to the nation, and 
like all propagandists they oversimplified their explanation. Yet 
they realized that there were real, national gains derived from for- 
eign trade. The inflow of bullion was obviously not the whole an- 
swer, and reflecting Mercantilists knew it. Although primarily 
propaganda, and in spite of its reactionary qualities, the doctrine 
of “foreign-paid incomes” represents an advance over the balance- 
of-trade doctrine. It recognized that services of many kinds enter 
into international trade. More than that, it recognized that for- 
eign-trade policy exerts an inescapable influence upon the internal 
economy of a nation. Although the Mercantilists seemed to find 
the benefits of foreign trade arising from exports, they realized 
vaguely that unless these benefits could be related to domestic 
incomes, the ultimate gains were illusory. 
E. A. J. JOHNSON 
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HOW LARGE IS OUR NATIONAL INCOME? 


STIMATES of the national income have been made for 
recent years by W. I. King, the National Industrial Con- 
ference Board, and W. R. Ingalls. No two of these esti- 

mates follow the same method. Of the three, King’s estimates 
have undoubtedly been made with the greatest amount of care 
and attention to details, and they have undoubtedly drawn on the 
largest number of sources for data. Yet they show a considerably 
more rapid increase in the past decade than either of the others, 
and the other two agree fairly closely with each other. Moreover, 
if we examine not the trend but the cyclical variations, both the 
estimates of the National Industrial Conference Board and those 
of Ingalls show more markedly the effects of business depressions 
than do those of King." 

In part these divergences may be due to differing conceptions 
of the national income; in part they may be due to defects in the 
methods of estimate. It will be here contended that King’s esti- 
mates are substantially accurate as to trend, but that they reflect 
inadequately the effects of depression on national income, if we 
accept King’s concept of “realized” income; while the other two 
series exaggerate the effects of the business cycle, even on the 
basis of a concept of national income which includes business 
savings. It will be further contended that the discrepancy in 
trend between King’s estimates and the other two series cannot 
be accounted for satisfactorily by differences in the concept of 
national income employed, but that the discrepancies in cyclical 
variations are due in part to such differences in the concept of in- 
come. 

A tentative set of revised estimates of national income since 1920, 
together with estimates for the most recent years, will be pre- 

* The Federal Trade Commission’s estimates for 1918-23 also show the effects 
of the depression of 1921 more markedly than do King’s estimates, and the writer’s 


preliminary estimates for 1926-28 show a smaller increase in 1927 over 1926 than 
do King’s preliminary figures for 1926-28 (see Recent Economic Changes, p. 763). 
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sented. These estimates are subject to further revision as noted 
below. Because of the three sets of estimates, King’s alone af- 
fords sufficient detail, and because of the care and accuracy with 
which his detail estimates have been compiled, his figures are used 
as the basis for the present revisions, and his concept of “realized 
income”’ (with certain modifications) has been adopted. Some of 
the revisions were explained in an earlier paper.? Others are dis- 
cussed below. In substantiation of the accuracy of the rapid in- 
crease shown, an analysis of the figures for 1923 and 1928 will be 
made. On the basis of the revised estimates, certain features of 
the functional and industrial distributions of income will be dis- 
cussed. And, finally, some comments will be offered on what is 
desirable for the improvement of future estimates of national in- 


come. 

In Table I are shown the writer’s revised estimates together 
with King’s figures and those of Ingalls and the National Indus- 
trial Conference Board. King’s and the revised estimates repre- 
sent “realized income,” i.e., they do not include additions to busi- 
ness surplus.’ In the revised estimates there is a shift in the con- 
cept of income derived from government from a “‘realized”’ basis 


(actual interest paid) to an imputed basis. The estimates of 
Ingalls and the National Industrial Conference Board do in 
effect include additions to business surplus and are thus on an 
accrual basis. Of the four sets of estimates only that of the Con- 
ference Board does not take account of income received from 
abroad. The two sets of accrued-income estimates were made up 
by constructing indexes of national income and splicing these on- 
to the old estimates prepared by the National Bureau of Eco- 
nomic Research, which were also on an accrual basis and which 
were made before the data from the 1920 census were available. 

The old estimates of the National Bureau of Economic Re- 
search which the Conference Board and Ingalls use as a base 
represent the average of two sets of estimates, one employing the 


2“Some Problems in the Theory of National Income,” Journal of Political 
Economy, February, 1932, pp. 1-51. 

3 Except that in agricultural income, total net profits before taking account of 
market changes in property values are included. 
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“incomes received’”’ method, the other the “net value product”’ 
method. Existing data are undoubtedly such as to make the “net 
value product” method the more satisfactory of the two, although 
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Four EstmmaTes oF NATIONAL INcomME COMPARED 
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t W. L. King, The National Income and Its Purchasing Power (New York, 1930), p. 94- 

¢ All years subject to further revision on the basis of the full fifteenth census. See p. 791. 

§ Conference Board Bulletin, February 20, 1932, p. 500. 

p indicates preliminary estimates. In the case of col. 2 this means that important current data are 


these two older sets of estimates agreed closely, the discrepancy 
being less than 5 per cent in every year, except 1913, when it was 
about 7 per cent. In revising the National Bureau’s estimates and 
carrying them forward, King employed the “net value product” 
method exclusively. Neither the index number employed by the 
Conference Board nor that employed by Ingalls is a “net value 
product” index, properly speaking. The Conference Board uses 
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gross value product for manufacturers and other important 
groups, assuming that the ratio of net to gross value product for 
each series remains constant. Ingalls uses for the major part of 
his index an inflated production series. Both these procedures are 
relatively simple, and neither can be expected to yield very pre- 
cise results. 

It is a well-known fact about index numbers of physical and 
dollar volumes that they are likely to yield erroneous trends, be- 
cause the sample may represent a changing proportion of the 
universe sampled. Neither Ingalls nor the Conference Board 
states the size of the sample employed for the base years, but it is 
extremely doubtful whether the satisfactory indicators that can 
be found for the constituents of the national income in form ap- 
propriate for inclusion in index numbers would represent more 
than 70 per cent of the total. On the basis of the revised estimates 
here presented it can be estimated that the groups represented in 
the Conference Board index account for less than one-half of total 
realized income in 1923. Inflated physical-volume data probably 
represent an even smaller percentage of the total. And there is 
some reason to suppose that the proportion of total income repre- 
sented by such indicators as those used by Ingalls and the Confer- 
ence Board has been declining. According to King’s estimates, 
the unclassified groups represented about 12 per cent of total 
realized income in 1918 and 20 per cent in 1925. Since we have 
little organized information on these groups adapted to indicating 
the growth of their net value products, the index-number method 
may well understate the trend of national income. 

In accounting for the fact that the growth of income shown by 
their own and Ingalls’ estimates is less than that shown by King’s, 
the Conference Board said in their Bulletin of April 25, 1930: 

If this imputed income [derived from the stock of owned consumers’ 
goods] is excluded, a closer correspondence [of King’s estimates] with the 
computations of the National Industrial Conference Board is observable up 
to and including the year 1925. In the years 1926, 1927, and 1928, for which 
the National Bureau has issued preliminary figures only, the total excluding 
imputed income is estimated at a point higher than the National Industrial 
Conference Board [sic]. It is to be noted, however, that in previous revisions 
of the Bureau’s figures the preliminary estimates have been considerably 
reduced. 
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In connection with this statement it should be noted (1) that 
the older figures of the National Bureau used as a base by the 
Conference Board include imputed income; (2) that this older 
series did not rest on the 1920 census; (3) that the series of pre- 
liminary estimates of the National Bureau which were later re- 
vised downward were made by a faulty index method in which 
debits were used as an important series; and (4) that the Confer- 
ence Board has since increased its estimate for 1928 by four 
billion dollars. This increase still leaves the Conference Board’s 
estimate of accrued income for 1928 seven billion dollars less than 
King’s preliminary estimate of realized income, although in 1928 
accrued income must have been larger than realized income. It 
may be added that the writer’s preliminary estimate for 1928,* 
independently made, and also his present revised estimate, which 
is based on a number of sources not available at the time the pre- 
liminary estimates were made (including data from the fifteenth 
census on occupations, manufacturing, and merchandising; 
Statistics of Income through 1929; and a variety of other data), 
agree substantially with King’s figure as to trend. 

Neither the Conference Board’s nor Ingalls’ published figures 
show a breakdown. Hence it is impossible to determine with cer- 
tainty the source of the discrepancy between the trends of these 
estimates and those of King’s and the revised estimates here 
offered. If, however, we exclude “unclassified pay-roll” from the 
revised estimates, the result shows a trend which agrees closely 
with that of the Conference Board’s estimates through 1926, and 
accounts for the major part of the discrepancy in 1928 and 1929. 
The revised estimates with unclassified pay-roll excluded and the 
Conference Board’s estimates are compared in Table II, columns 
5 and 7. This comparison suggests that the discrepancy is due 
chiefly to a more rapid growth in the present writer’s (and King’s) 
estimates of unclassified pay-roll than in the indexes employed 
by the Conference Board (and Ingalls). 

The further comparison made in Table III may throw some 
light on the accuracy of the index-number method. This table 
shows certain items of income deducted from the writer’s revised 
estimates of realized income for 1923 and 1928—items A-F, repre- 

4 Recent Economic Changes, p. 763. 





776 MORRIS A. COPELAND 


senting agricultural income and certain non-farm property and 
entrepreneurial income. These deductions account for an increase 
of four and one-half billion dollars in the grand total, of which 
three and one-half billions are shown in the income-tax returns 
and in data from the estimate of this country’s balance of inter- 
national payments made by the Department of Commerce, items 
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* Slight discrepancies between col. 1 and col. 2 plus col. 3 are due to rounding off. 

t Data for all columns except 7 are from the writer’s estimates. For 2 see Table VII; for 6 see Table 
VI; for 7 see Table I. 

? means preliminary. 


A, C, and F. The items B, D, and E are the writer’s revised 
estimates. The income remaining after these deductions, I, in- 
cludes some items of property income, but at least 85-90 per cent 
of this remainder is non-farm labor income. If we assume that 
this percentage of non-farm labor income to I is approximately 
the same in the two years, we may get a rough measure of the 
increase in average annual earnings per person gainfully occupied 
(excluding farmers, the unemployed, and the more prosperous 
entrepreneurs). The increase was 8.7 per cent on this basis, allow- 
ing for a 2.06 million average unemployment in 1928 (this is 
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Givens’ estimates for 1927).5 Douglas and Jennison have esti- 
mated that urban annual average wage earnings increased about 
8.1 per cent between 1923 and 1928. In view of the doubtful 


TABLE Ill 


A CoMPARATIVE ANALYTICAL TEST OF THE INCREASES IN NATIONAL INCOME 
ACCORDING TO THE CONFERENCE BOaRD’s AND THE WRITER’S 
REVISED EsTIMATES 
(In Billions of Dollars [A-I]; in Millions of Persons [J—N]; Average in 
Dollars [0]; Increase in Per Cent [P]) 








Writer’s | N.LC.B. iter’ N.LC.B. 
192 1923 1928 
Rev. Est. Est. Rev. Est. Et. 


+ 





Net corporate interest and dividends... 
Income realized from agriculture 
Income from abroad 

Miscellaneous income 

Income from government property. . . . 
. Business profits reported on returns of 


an 


HHO mmbowp 
CENUwD O02 





Estimated non-farm population over ten 


Number of reporting entrepreneurs. . . . 
. Estimated gainfully occupied (except 
agriculture) J X52.3 per cent for 1923, 
JX51.5 per cent for 1928f R 37.56 56 
. Estimated number unemployed , ‘ 2.06§ .38]| 
. Estimated gainfully occupied except 
farm workers, reporting entrepreneurs, 
and the unemployed (L-K-M) ' 35.28 | 33.967 


. Average Income per Worker (I +N)... 1,811 1,646 
. Increase in line O 1928 over 1923 8.7 8.0 


J. 
K. 
L 




















Lines A, F, and K are from Statistics of Income. Lines B, C, D, and E are from 
the writer’s revised estimates of income. For item C, see Journal of Political Econ- 
omy, February, 1932. 


* Includes additions to surplus. 
For 1923 see Table IV. The ratio to J is assumed to be 0.8% less in 1928 than in 1923. (0.8% is 

one-half the estimated decennial decrement.) 

} According to Givens, Recent Economic Changes, p. 478. 

§ Assumed to be the same as Givens’ estimate for 1927. 

|| Computed from lines L and N. 
, Pb nae from lines O and I on the assumption that the increase in average income per worker 
is 8 per cent. 


5 Ibid., p. 478. 

*P. H. Douglas, Real Wages in the United States (Boston and New York, 1930), 
p. 391; P. H. Douglas and F. T. Jennison, Movement of Money and Real Earnings 
in the United States, 1926-28 (Chicago, 1930), p. 27. 
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assumption that unemployment was as large in 1928 as in 1927 
and of the fact that the Douglas-Jennison estimates represent a 
sample of about 50 per cent of line L, the agreement is probably 
as close as could well be expected. Accepting the Douglas- 
Jennison estimate of 8.1 per cent and the 2.06 million figure for 
unemployment, and working backward in Table III to line I, we 
get 63.5 billion dollars, four-tenths of a billion dollars less than the 
writer’s estimate. Again, if unemployment in 1928 were assumed 
to be two-tenths of a million less than in 1927 (and 1928 was a 
more prosperous year than 1927), the percentage increase in line O 
would be practically the same as that for the Douglas-Jennison 
estimates. On the whole, these estimates of workers’ earnings and 
the Givens estimates of unemployment tend to confirm the ap- 
proximate accuracy of the writer’s estimated increase of 10.6 
billions in line I. And of the remaining 4.5 billions increase in 
total realized income, 3.5 billions are accounted for, as has been 
noted above, by items A, C, and F, which are computed from 
Statistics of Income and the Commerce Department estimates of 
balance of payments. 

Now let us make a similar analysis of the Conference Board’s 
estimates. From total accrued income we shall segregate items 
A, B, D, E, and F, as before, except that item A is increased to 
include additions to corporate surplus. Item C, income from 
abroad, is not included in the Conference Board’s total. While 
items D and E (income from consumers’ goods and from public 
property) are not included in the Conference Board’s index of 
income, they are included in the base. The Conference Board 
implicitly assumes that these items show the same growth as its 
general index of income. Since estimates for these items show a 
smaller percentage growth than does the Conference Board’s 
index, 1923-28, the item I, remaining income, will show a larger 
percentage increase if we deduct these items, D and E, as they 
stand, from total income than it would if we accepted the Confer- 
ence Board’s implicit assumption. This procedure is, therefore, 
more favorable to the Conference Board’s estimate than its own 
implicit assumption. If now we allow an 8.0 per cent increase in 
line O between 1923 and 1928, we must conclude that unemploy- 
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ment was more than one million larger in 1928 than Givens esti- 
mated it to be in 1927, if the property income included in item I 
increased by a percentage at all comparable with the percentage 
increases shown by other non-farm income items. Thus the Con- 
ference Board’s estimate of the increase in national income, 1923- 
28, seems definitely too low. 

This comparison emphasizes the close relation between the 
problem of estimating national income and that of estimating un- 
employment. Income estimates based on data for agriculture, 
mining, manufacturing, construction, railroads, and corporations 
engaged in merchandising (these are the groups represented in 
the Conference Board’s index) take inadequate account of the 
growth of income from other industry groups, even though 
corporate merchandising has grown more rapidly than individual 
merchandising; just as employment estimates based on data for 
such groups alone give unbelievably large figures for unemploy- 
ment in 1927, 1928, and 1929. King’s preliminary estimates of 
realized income for 1928 involved extrapolation on 1910 and 1920 
occupational census data in order to get total persons attached to 
industry for gainful employment and so to estimate the growth 
of unclassified occupations. The revised figures on realized income 
here presented depend on interpolation between the 1920 and 
1930 censuses, and tend to confirm the substantial accuracy of the 
trend of his estimates. 

One other implication of the lower trend of the Conference 
Board’s and Ingalls’ index-number estimates of income may be 
noted. By extending a method developed by the Federal Trade 
Commission, it is possible to estimate from personal-income-tax 
data the proportion of money income received by the wealthiest 
10 per cent of the population.’ Using either King’s estimates or 
the revised figures, we find that there is no marked trend toward 
a greater or a less extreme concentration of income from 1918 
to 1928. If, on the other hand, we employ the estimates of the 

7See Senate Doc. 126 (69th Cong., rst sess.; Washington, 1926), p. 192, and 
Recent Economic Changes, pp. 834 ff. Use of the writer’s revised income estimates 
makes little difference in the showing as to the trend through 1929. It does affect 


the year-to-year changes. Presentation of the revised figures on personal distribu- 
tion will be made in a later study. 
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Conference Board or Ingalls, we find a definite trend toward an 
increasing concentration of income in the hands of the wealthier 
classes. 

We may turn next to a consideration of the accuracy with 
which the estimates of national income portray year-to-year 
changes, and incidentally to a more detailed consideration of the 
estimates of “unclassified pay-roll.’”’ King’s estimates show a 


TABLE IV 


ESTIMATES OF THE GROWTH OF THE GROUP OF UNCLASSIFIED 
OccuPATIONS COMPARED AND ANALYZED 
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smaller effect of the depressions of 1921, 1924, and 1927 on na- 
tional income than do the others. It is to be expected that realized 
income should show a smaller effect of bad years than accrued 
income, for dividends may be paid out of surplus. But a part of 
the smaller effect shown by King is due to an error in his method 
of estimating unclassified pay-roll. This method depends upon 
his estimates of the number of persons attached to the unclassi- 
fied group for unemployment. Table IV indicates what in effect 
he has done. It is clear that his procedure is equivalent to assum- 
ing an approximately constant ratio of (a) total “persons attached 
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to non-agricultural industry” to (6) non-farm population. Hence 
when he detaches persons from the classified groups (where em- 
ployment is estimated directly) he attaches them to the unclassi- 
fied groups. In the years 1921, 1924, and 1927, when the classi- 
fied groups show declines or very small gains, the unclassified 
group not only shows increases, but shows larger increases than 
it does in good years. This is clearly unreasonable. Thus, while 
King’s method of estimating unclassified pay-roll portrays the 
trend of national income since 1920 fairly satisfactorily, it does 
not correctly portray the cyclical fluctuations during the past 
decade. For the years 1909-19, indeed, it does not appear to 
have caused serious errors; but during the recent period of 
wholesale technological displacement of labor it is seriously er- 
roneous, and it tends to understate the amount of unemployment 
and the decrease in labor income in bad years because it promptly 
attaches to the unclassified group persons who have been de- 
tached from other groups. 

In the revised estimates a modification of King’s method of 
estimating unclassified pay-roll has been employed. His estimate 
of average annual labor income per unclassified employee attached 
has been accepted, but his estimate of number of persons at- 
tached has been revised. These revisions affect both the trend 
from 1910 to 1920 and the year-to-year variations subsequently. 
King made no direct estimate of unclassified wage-employees for 
1910 and 1920. He simply subtracted the total of other occupa- 
tional groups from the grand total based on the census. This 
method gives a smaller absolute number of unclassified “persons 
attached” in 1920 than in 1910. A direct estimate based on the 
occupational census shows an increase.’ The hypothesis that the 
decrease shown by the method of subtraction is probably due to 
incomparability of the 1910 and 1920 occupational censuses in 
the non-agricultural groups, and is probably erroneous is con- 
firmed by comparing estimates for the classified (non-farm) 
groups from the occupational census with King’s estimates of 


8 This estimate includes a modest assignment of clerical workers, janitors, etc., 
in addition to the persons directly assignable to the unclassified groups shown in 
Table V. 
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“persons attached”’ to these groups. The ratio of “occupied per- 
sons directly assignable to the classified groups” to persons at- 
tached to these groups is smaller in 1920 than in 1910. The re- 
vised estimate of the unclassified group assumes that the increase 
from 1910 to 1920 in the direct estimate is correct. Data are not 
yet available to determine the increase between 1920 and 1930 in 
this way; so the indirect method has been employed for this 


TABLE V 


A CoMPARISON OF THOSE GAINFULLY OCCUPIED IN NON-FARM 
OccuPATIONS ACCORDING TO THE CENSUS AND TO KING 


(In Thousands of Persons) 








1910 





(2) 
King, 
June 30 





Persons directly assign- 
able to: 
Classified groups 15,072 ; 18,430 
Unclassified groups...| 6,037 ; 5,928 
Persons not directly as- 
signable 4,636 6,570 





Total gainfully oc- 
cupied non-farm 
population 25,745 ; 30,928 























a 
decade. In order to obviate the cyclical errors of King’s method 
of interpolating, it has been assumed that the ratio of unclassified 
“persons attached to industry” to urban population increased by 
approximately equal increments in the good years of the past 
decade. The absolute number of persons attached to industry was 
assumed to show practically no growth in the bad years 1921 and 
1930, and to grow less rapidly than non-farm population in 1924 
and 1927. These revised figures are shown in column 9 of Table 
IV. Although this method should be less unsatisfactory than 
King’s, it is clearly a rough procedure, and the unclassified group 


* This is true of a breakdown of the classified groups as well as of the totals 
shown in Table V. 
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is too large to be handled in this way. One of the chief improve- 
ments in King’s revision of the old National Bureau’s estimates 
was to take merchandising out of the unclassified group and esti- 
mate its value product separately. And one of the most needed 
changes for future revisions is a further breakdown of the un- 
classified group. It should be possible today to deal separately 
with (a) hotels and restaurants, (b) theaters and amusements, (c) 
medical care, (d) insurance, (e) taxis, buses, trucks, and storage. 
It would also be very desirable to attempt to deal separately 
with stock brokerage and investment banking. The Federal 
Trade Commission made a partial breakdown along these lines, 
and a good deal more information is available today than the 
Federal Trade Commission had at its disposal. In connection 
with the advantages of such a breakdown, the heterogeneous 
nature of the present unclassified group needs special emphasis. 
Not only does the property income come from a variety of busi- 
nesses, but part of it, also, is “imputed income” from the wealth 
of endowed institutions. Some of the business-property income, 
moreover, is complicated by a problem analogous to that dis- 
cussed in an earlier paper,” e.g., property income derived from 
insurance companies, holding companies, and loan associations. 
But the advantages in such a breakdown of the present unclassi- 
fied group are not only those of increased accuracy. Such a break- 
down would furnish us a more satisfactory picture of the function- 
ing of our economic system. Existing data offer measurements of 
the proportion of total labor and property cost attributable to 
commodity production and to merchandising. But they do not 
enable us to determine the labor and property cost of transporta- 
tion or of finance, for parts of these activities are lumped together 
in the unclassified group. 

The revised estimates of income here presented include a num- 
ber of other revisions in addition to the rough revision of un- 
classified pay-roll. In a previous paper," revised estimates were 
presented for banking and for income received from abroad; and 
a criticism was made of the concept of realized income as applied 

% Journal of Political Economy, February, 1932. See also below, p. 784. 

" Ibid. 
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to government. These revised estimates for banking and income 
from abroad are incorporated in the figures here presented. The 
method by which these estimates for banking were made makes 
it necessary to include, in the estimate of income from agriculture 
and construction, interest paid to banks (which is not included in 
King’s estimates for these groups). It is also necessary to deduct 
from the total-income estimates of the several groups “value 
added in banking,” to avoid double counting. In the case of 
government-property income, government wealth was estimated 
for each year, and imputed income on this wealth computed at 
4% per cent. Finally, estimates for the years 1926-29 were made, 
using a considerable body of data not available at the time King 
made his preliminary estimates, and following in general the 
methods used by King in his final estimate except for the items 
which have just been discussed and except for certain short-cuts.” 
Present data permit a fairly satisfactory estimate for 1930, al- 
though several important sources, including the final tax-return 
Statistics of Income, are not yet available. No estimate for 1931 
is included in the tables because of the incompleteness of avail- 
able basic information, but a careful analysis of such information 
as is at hand indicates that the total of realized income was be- 
tween seventy-two and seventy-four billion dollars. 

In order to facilitate checking the accuracy of the totals, and 
because of the inherent interest in the constituent items, there 
are presented in Table VI the income realized from each industry 
group, and in Table VII the employee income derived from each 
of the non-farm groups. 

It will be noted that while the revised totals show the effects 
of bad years more clearly than do King’s estimates, the effects are 
still very much less marked than are those shown in the estimates 
of the Conference Board and Ingalls. It has already been pointed 
out that accrued income may be expected to vary more markedly 
than realized income because of additions to surplus in good 
years and withdrawals therefrom in bad years. But this is only 


# A brief description of methods and sources is given in the appendix. Several 
known small errors in King’s estimates were not corrected in this revision, and were 
carried forward to preserve comparability. 
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a partial explanation of the differences between the Conference 
Board’s and Ingalls’ series, on the one hand, and the writer’s 
TABLE VI* 


EsTIMATED REALIZED INcoME BY INDUSTRY GROUPS 
(In Billions of Dollars) 

















1910 | 1920] 1921 | 1922 | 1923 | 1924 | 1925 | 1926 1927 | 1928 | 1929 | 1930 
Agriculture........... 5-4 11.6) 7 7.6 8.4) 8.7) 8.9) 8.6) 8 i 8.6) 8.8) 6.59 
Construction. . I. 1.9} 1 2.2} 2.5} 3.0] 3-5} 3-7] 3 3.8) 3.7] 3.19 
Mines, quarries, ‘and oil 

Cnieasecccocees ©.9} 2.4] 1.8) 4.7) 2. 2.0} 2.2) 2.5] 2.1] 2.0) 2.2] 1.9p 
Manufacturing........ 6.2 1g-5 13-3 14.0) 16.8 16.3) 16.9] 18.0] 17.9] 18.2) 19.1/16.2p 
Merchandising....... . 3.7 7 4 i 10.8) 12.1) 12.0] 12.9) 13.6) 14.3) 15.1|14.29 
Commercial and savings! 

Ph nanesgeeseuea 0.4) 0.6] 0.8] 0.8) 0.9] 0.9) 0.9] 1.0} 1.0} I.o} 4.0] I.1 
Railways,electric...... 0.3} ©.7] 0.6) 0.6) 0.6) 0.6] 0.6] 0.6) 0.6) .0.6] 0.6) 0.69 
Steam railroads, - 

man and express. ... 2.0; 4.8) 3.8) 3.7) 4.1] 4.0] 4.1] 4.2] 4.2] 4.4] 4-2] 3.0 
Water transportation . 0.2] 0.9] 0.7) 0.6) 0.6) 0.6) 0.6) 0.6] 0.6) 0.6) 0.7] 0.69 
Electric light and power ©.1] 0.3] 0.4) 0.4] 0.5) 0.6] 0.7] 0.8] O.9) I.0} 1.3] 3.4 

elephones and tele- 

GIREED. occcccsceces 0.2) 0.5) 0.5) 0.6) 0.6 et ©.7|) 0.8] 0.8] 0.9) 1.0} Z.0 
Government.......... 2.3) 5-7| 6.2) 6.3 + 6. 7-0| 7-4 i: 7| 7-9] 8.3) 8.6 

nclassified business 6.0] 10.7] 1.0] 12.4] 13.6) 14.3] 15.8) 17.0) 18.0) 19.2) 20.7/19.8p 
Miscellaneous income. . 3-0] 7.4] 7.2 63 7-1| 7.4] 7-S| 7-6] 7.6) 7.6) 7.6 7-5 
Income from abroad...|— 0.1] ©.0} 6.0) 0.5) 0.4) 0.5] ©.5| 0.6) 0.6) 0.6] 0.7] o. 

Total gross....... 32.2] 75.7| 63.9) 66.9] 75.8) 77.3] 82.0) 86.3| 88.3) 90.8) 94.6/87.09 
a g 4 d ‘ 
i cacdaied 0.5} 2.5] 2%. 1.4) 12.4] 2.4] 12.5] f. Su 8 1.7) 1.6) 

Total realized in- 
GREED. ccccccoes 31.7) 74.2] 62.1) 65.5] 74.4] 75.9) 80.5) 84.7) 86.8) 89.2) 92.0/85.49 









































* Slight discrepancies in the down-totals are due to rounding off. » means preliminary. 


TABLE VII* 


EsTIMATED NoN-FARM EMPLOYEE Lasor INcoME By INDUSTRY GROUPS 
(In Billions of Dollars) 














1920 | 1921 | 1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 | 1930 
Mines, quarries, and oil wells.| 1.85} 1.41| 1.32 18s 1.51} 3.56) 1.79) 1.47) 1.48) 1. 1.209 
Ss cicencsaneees 1.45] 1.32) 1.68 2.10 2-54 2.85) 2.87 2-93 7 2.33? 
anufacturing............. 17 .II|II .O§|12.01/14. 39/13 .05|14 . 28/14 .90/14.70)14.68\15 46/12. 559 
Merchandising.... . eesescess 4-16] 4.13] 4.30] 5.30 ‘Jz 5. 638 51 Sen 7.71 2s 
oy: ~ pea $3 ©.§2] ©.51/ 0.55 0-87 ©. 60) = 0.66) 0.68) 0.71] 0. 
ays i sancesesad °. ©.47| ©.45| 0.45] 0.46] 0.45) 0.46) 0.44] 0.43] 0.43] 0. 
Steam railroads, Pullman and 
ht dehecccicnéetenes 4-10] 3.10] 2.97] 3.36] 3.18] 3.23) 3.31) 3.27) 3.48) 3.26] 2.88 
Water tnnspectation. pagonoud 0.81] 0.67] 0.52] 0.54] 0.59] 0.57] 0.58) 0.56) 0.57) 0.60) 0.54 
Electric light and power. .... ©.16] 0.18] 0.19] 0.23] 0.24] 0.27] ©.33] ©.37) 0.39) O.41] 0.41 
Telephones and t at ©.42] 0.42 0-44 ©.49] 0.53] ©.55| 0.59] 0.61) 0.66) 0.73) 0.75 
iicsctehersesses 4-23 4-58 4 4:79 -92] $.15| 5.42] 5.71) 5.08) 6.22] 6.52 
Unclassified occupations 6.41] 6.60) 7.40) 8.48] 8.97/10. 10) 10.93/11 .63|12 .63/13 .65)13.129 
Total non-farm employee 
bor income......... 41 .67|34.44|36 .54|42 .20]42 .28) 44.94/47 .96/48 .81/ 50.82/53 .54\48.889 






































* Slight discrepancies in the down-totals are due to rounding off. » means preliminary. 


revised series, on the other. A considerable part of the difference 
is due to the greater stability of income items not included in the 
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groups represented in the index-number estimates. This is shown 
in Table II, columns 6 and 7. Column 6 represents in index-num- 
ber form the present estimates of total income realized from the 
six groups represented in the Conference Board’s index (including 
all merchandising). As total merchandising has grown less rapid- 
ly than corporate merchandising this index shows, as might be 
expected, a slightly less steep trend. (The Conference Board’s 
estimate uses data on corporate merchandising.) The decline of 
realized income for these six groups in 1921 is nearly as great as 
that of accrued income as shown in the Conference Board’s index, 
and there is close agreement as to the effects of the business 
recession of 1924. The 1927 recession shows a considerable dis- 
crepancy between realized and accrued income. We may fairly 
conclude from this comparison that the divergences between the 
Conference Board’s index and the realized income estimate are 
largely accounted for by the inadequate sample represented in 
the former, and that the six groups do not accurately portray the 
cyclical fluctuations of total income, because there is no adequate 
representation of relatively stable incomes such as those from 
government, public utilities other than railroads, imputed income, 
etc.; further, that because of the inclusion of these items in the 
base employed by Ingalls and the Conference Board, their esti- 
mates tend to exaggerate the absolute amounts as well as the 
percentages of the cyclical declines. The inadequacy of the 
samples included in the indexes of the Conference Board and of 
Ingalls produces both an exaggeration of cyclical fluctuations and 
an understatement of the upward trend. 

Table VIII shows certain conclusions that may be drawn tenta- 
tively from the revised estimates here presented. Column 1 por- 
trays the rapid rise of per capita income (in current dollars) dur- 
ing the war and the decline in 1921. Every year since 1921 shows 
an increase until we come to 1930—an increase which presum- 
ably represents chiefly a larger physical volume cf goods and 
services. The smallest improvements are in the years 1924 and 
1927. Pay-roll income per employee attached to industry, as set 
forth in column 3, follows a very similar course. 

Column 2 shows non-farm pay-roll income as a percentage of 
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the total income realized from all groups except income from agri- 
culture and from abroad and miscellaneous income. (The miscel- 
laneous group includes income from rented dwellings, imputed in- 
come from the stock of consumers’ goods owned by consumers, 
and income from urban cows and gardens.) The percentage was 


TABLE VIII 


Some Conclusions DRAWN FROM THE REVISED INcomME ESTIMATES 
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highest in 1920. Beginning with 1921, there appears to be no 
marked trend, but there is apparent a rough tendency for the 
proportion of labor to total income to decline in depression years. 
The post-war level is above the 1910 figure. 

Perhaps the most interesting deduction from the revised esti- 
mates is to be found in the comparison of columns 4 and s. 
Column 5 shows the percentage of the total labor and property 
cost of operating our economic system which is devoted to the 
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extractive and manufacturing industries, i.e., to commodity pro- 
duction proper. Column 4 shows the percentage of the total cost 
of doing the nation’s business which is devoted to merchandising. 
It will be noted that the production-cost percentage (col. 5) shows 
a marked rise 1916-20, then drops in 1921 to a figure below the 
pre-war level, and that from 1921 on there is a downward trend. 
While there are declines in some of the good years, the largest 
declines fall in years of business inactivity. The merchandising- 
cost percentage (col. 4) behaves very differently; it shows little 
effect of the war, a tendency to increase in years of business in- 
activity, and a gradual upward trend. It is less than one-third 
the production-cost percentage in 1910 and practically one-half of 
that percentage in 1929. 

In interpreting this comparison it will be well to note certain 
characteristics of the basic estimates. They represent realized in- 
come—the comparison might be fairer if business savings were 
included. The pay-roll figures—so far as possible—class sales- 
employees of manufacturers with merchandising and not with 
manufacturing. No attempt is made to make a similar allocation 
of property and entrepreneurial incomes. Moreover, since the 
public press is counted as a form of manufacture, advertising in 
the press appears in column 5 and not in column 4. An argument 
may be made for deducting our favorable merchandise balance of 
trade from income realized from production, but such a deduction 
would not alter the general nature of the comparison, and the case 
for making such a deduction is by no means clear cut, since im- 
porters and exporters are included in the merchandising group. 
It might also be argued that transportation should be included 
with commodity production, but it is difficult to do this satisfac- 
torily, both because the proportion of total transportation in- 
cluded in the unclassified group has presumably been increasing 
and because it is difficult to separate passenger and commodity 
transportation. Finally, it should be said that, while the basis for 
estimating income realized from agriculture, mining, and manu- 
facturing is fairly adequate, our information about merchandis- 
ing income is extremely sketchy. The contrast of trends appears 
in King’s estimates; but in his estimates there was an important 
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question regarding the accuracy of his extrapolation of number of 
employees after 1920. Data now available from the recent 
decennial census, used in the writer’s revised estimates, appear to 
confirm the substantial accuracy of the trend of his estimates of 
the number of merchandising employees. On the whole, if our 
figures were better, it seems possible that the contrast might be 
modified, but it seems reasonably certain that marked differences 
in cyclical variation and trend in the two series would still remain. 

There are several possible ways of accounting for these con- 
trasts. The relative increase in merchandising cost in periods of 
slack trade may be due to the fact that in a period when mer- 
chants’ inventories are declining the middleman’s demand nec- 
essarily shows a greater percentage decline than does the ultimate 
consumer’s. This cyclical relative increase in merchandising cost 
may also be due in part to the relatively greater emphasis on 
sales effort as a means of stimulating revival. 

The contrasting trends in columns 4 and 5 may be due to the 
fact that, as our society becomes more highly specialized, we 
need to devote proportionately more human effort and property 
to storage, handling, and delivery. It is possible also that there 
are changing practices independent of the progress of specialized 
production proper—that consumers are getting more incidental 
services such as credit, and are doing more hand-to-mouth buying. 
Again manufacturing and extraction may have shown more im- 
provements in efficiency in the last twenty years than has mer- 
chandising. It is possible also that the development of large-scale 
merchandising has meant a relative increase in merchants’ bar- 
gaining power, manufacturing being already on a large-scale basis 
in 1910, and the farmers having made little progress in the direc- 
tion of organization as yet. But it is difficult to avoid the con- 
clusion that the contrast is due in part to the increasing part 
which sales effort by agents and sales-persons and by luxurious 
shops plays in our economic system. 

Our findings may be briefly recapitulated. The Conference 
Board’s and Ingalls’ estimates of national income are made by 
splicing index numbers of sample series on to the old National 
Bureau estimates. Both use a concept of income which may be 
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called ‘“‘accrued.”’ King’s estimates and the revisions here pre- 
sented represent realized income which in general excludes addi- 
tions to business surplus; they use a wider range of data, including 
compilations in some years which attempt to be exhaustive. Our 
analysis seems to indicate that the index-number, accrual esti- 
mates, because of inadequate sampling, understate the trend of 
national income and considerably exaggerate the cyclical fluctua- 
tions. The gentler trends of these estimates imply an incredibly 
large volume of unemployment in 1928, and a tendency toward a 
greater concentration of income. King’s estimates, because of an 
error in estimating unclassified pay-roll tend to understate the 
amount of cyclical fluctuations of income. The revised estimates 
include a rough correction of unclassified pay-roll. They also in- 
corporate changes in the estimates of income from abroad, from 
banks, and from government, as explained in an earlier article. 
The latter three changes tend largely to neutralize one another 
so far as the grand total is concerned. The trend since 1923 shown 
by King’s and the writer’s revised estimates seems to be con- 
sistent with Douglas’ labor-income estimates, and tends to be con- 
firmed by the use of data from the recent decennial census. 

Per capita income shows an improvement in every year from 
1921 to 1929. So does pay-roll per non-farm employee attached 
to industry (including the unemployed). These gains presumably 
represent chiefly increased physical volumes of goods and services. 
Non-farm pay-roll income is slightly more sensitive to the business 
cycle than property and entrepreneurial realized income from 
non-farm, domestic business. The ratio of pay-roll to total real- 
ized income for these groups has since 1921 been on a level above 
that of 1910 and below that of 1920. The proportion of total 
realized income going to agriculture, mining, and manufacturing 
combined shows a downward trend in the last twenty years and 
a rough positive correlation with the business cycle. The propor- 
tion of total realized income going to merchandising shows an 
upward trend and a rough negative correlation with the volume 
of business. 

In conclusion, attention may be called to some needed improve- 
ments in our information. While we know vastly more about our 
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national income than any other large industrial nation, we are far 
from having a picture of the situation that includes all the 
significant aspects. King’s procedure, apart from his “preliminary 
estimates,”’ is slow and laborious. For annual estimates consider- 
able economy of time and effort is possible without great sacrifice 
in accuracy. But in one direction at least the existing technique 
badly needs elaboration—annual estimates should attempt to 
make several groups out of the present “unclassified” group, as 
noted above. A considerable part of total income is probably 
capable of estimate by shorter fiscal periods than the year, and such 
information would aid studies of the business cycle. Decennial 
studies should be made that would go into far greater detail than 
King has gone. They would not only afford basing points for 
annual estimates, but would, if adequately cross-analyzed, yield 
a great deal of valuable information about the functioning of our 
economic system. The recent decennial census will probably 
facilitate a more accurate industrial allocation of the population; 
and it may make possible the correction not only of the estimates 
for recent years but also of those for the earlier years. No careful 
detailed study of geographical distribution of income has been 
made for over a decade. We know little about the personal dis- 
tribution of income, except for the wealthier 15 per cent of the 
population. It is possible that decennial studies crossing a geo- 
graphical distribution of income which separated out (a) rural 
communities and (6) large urban areas, with as full a personal 
distribution as existing data permit, might be very illuminating. 
At least one decennial estimate prior to 1910 would be very valu- 
able for historical retrospect. Decennial studies might also aid in 
a more satisfactory determination of consumed and saved income. 
But the solution of this vexed problem and also of that of deter- 
mining satisfactorily the items excluded from “realized income” 
such as business savings will probably have to wait upon two 
other developments: (1) annual estimates of wealth classified in 
such fashion as to make them comparable to the income estimates, 
and (2) the development of a technique of deflation for wealth and 
income. The latter task has scarcely been begun as yet. It in- 
volves the working-out of correlative price indexes and physical- 
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volume indexes, and the recognition that a single-dollar volume 
of income, deflated in different ways, may represent a variety of 
different physical volumes which measure important aspects of 
our economic system. We are only beginning to make the meas- 
urements of those magnitudes which—necessarily not too clearly 
conceived—economic theory has long discussed. 


Morris A. COPELAND 
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APPENDIX 


A full description of sources and methods employed in the revised income 
estimates would be somewhat voluminous. Following is a brief characteriza- 
tion of the principal sources and methods which should make possible some 
appraisal of the accuracy of the several constituent estimates, and should 
facilitate checking the estimates against the basic data. Except as otherwise 
specified, all estimates were spliced on to King’s at 1925. 

Agriculture—United States Bureau of Agricultural Economics estimates 
of agricultural income spliced on to.King’s at 1924: 


1924 
Millions of 
Dollars 
Gross income 
Less operating costs 
30 per cent of taxes 


* Includes 357 interest paid to banks and merchants. 


Mining, manufacturing, construction, merchandising, and unclassified busi- 
ness corporations.—Net interest and dividend payments from corporate 
Statistics of Income. Gross cash payments less interest and dividends re- 
ceived. 

Mining.—Anthracite-coal pay-roll for reporting firms (Federal Reserve 
Bank of Philadelphia), and total employees according to Bureau of Mines. 
For bituminous-coal pay-roll two estimates were averaged: (a) number of 
man-days (Bureau of Mines) multiplied by hourly wage index (Bureau of 
Labor Statistics) and (b) value of coal produced. Other mining-group pay- 
rolls were estimated on value of products. Average number of employees 
is estimated by Bureau of Mines. Beginning with 1929, pay-roll estimates 
are based on pay-roll and employment indexes of the Bureau of Labor 
Statistics. Rents and royalties were estimated on total of other items of 
realized income. 
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Manufacturing.—For 1925, 1927, and 1929 census data on pay-roll and 
employees were increased by ratio of the census sample to census total for 
1919. Other yearly estimates were by interpolation on the Federal Reserve 
Board indexes. 

Construction.—Realized income was estimated in two ways: (a) esti- 
mated value of construction work (based chiefly on F. W. Dodge data) less 
(1) an estimate of cost of materials based on biennial census data and (2) de- 
preciation and addition to surplus estimated on corporate income-tax data; 
(5) pay-roll was estimated on (1) gross value and (2) physical volume of con- 
struction index multiplied by Bureau of Labor Statistics union wage-rate 
index. Corporate interest multiplied by ratio of all to corporate value of con- 
struction was used to estimate interest. Profits withdrawn were estimated as 
corporate profit plus individual reported profit (tax returns) plus non-re- 
porting entrepreneurs multiplied by (average of reported profit per return 
and of wage index) minus corporate savings multiplied by ratio of all to 
corporate value of construction. 

Railroads, etc.—Pay-roll, net interest, and net cash dividends were 
estimated on Interstate Commerce Commission data and annual reports of 
Pullman and express companies. 

Electric railways, private electric light and power, telephone and telegraphs.— 
Pay-roll, net interest, and net dividends for 1922 and 1927 from the census. 
Electric Railway Association data on (a) pay-roll and (5) interest, rent, and 
taxes and (c) Journal of Commerce data on street-railway dividends were 
used for interpolation to determine realized railway income for other years. 
In the case of electric-power income, National Electric Light Association 
operating expenses (to represent pay-roll), and, beginning with 1929, the 
Bureau of Labor Statistics indexes were used for interpolation. Beginning 
with 1928, Standard Statistics Corporation data on twenty-one companies 
were used for interest and dividends. For telephone and telegraph items 
Interstate Commerce Commission data were used for interpolation. 

Water transportationSample data for corporations reporting to the 
Interstate Commerce Commission were used to estimate pay-roll, number of 
employees, and interest and dividends. 

Merchandising —Two estimates of realized income were averaged: (a) 
Value added in merchandising was estimated as estimated retail sales less 
cost of goods sold to merchants by non-merchants. From this were deducted 
estimated depreciation, additions to surplus, etc. (estimated on the basis of 
ratios between total and reported corporate merchandising). (6) Corporate 
realized income (Statistics of Income for gross profit less depreciation, addi- 
tions to surplus, etc.) was multiplied by estimated ratio of total to corporate 
merchandising. Property and entrepreneurial income was estimated on the 
basis of Statistics of Income data for corporations as was realized income in 
(b) above. Corporate pay-roll was estimated to vary as realized corporate 
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income less interest and dividends, and total pay-roll estimated from this 
series by using the ratio of corporate to total merchandising. Number of 
employees was estimated by deflation. 

Total numbers of merchandising employees and entrepreneurs in 1929 
were estimated from the 1930 occupational census. The merchandising 
census gives 1929 wholesale pay-roll and a large retail sample, used to esti- 
mate retail pay-roll for 1929. Other elements of realized income were esti- 
mated on the basis of the census data on volume of merchandising and the 
corporate Statistics of Income. This independent estimate of realized income 
for 1929 differed by less than 1 per cent from the average of (a) and (5) above, 
projected forward on King’s figures. The original estimates } ((a] plus []) 
were used to interpolate between 1925 and 1929. 

Banking.—1920 to date. See Journal of Political Economy, February, 
1932, pages 1-<2. King’s estimates were used to interpolate between 1920 
and an estimate (following the methods outlined in the article cited) for 1910. 

Government.—Post-office pay-roll was estimated on certain post-office 
expenses, army and navy pay-roll on certain expenses of war and navy de- 
partments, other federal government pay-roll on the basis of a salary index 
(computed from sample federal expenses and numbers of employees) multi- 
plied by total employees. School pay-roll was estimated on data compiled by 
Bureau of Education. State and county pay-roll and pensions were esti- 
mated on certain state operating expenses (Financial Statistics of States). 
Local government pay-roll was estimated on per capita operating expenses 
for 146 cities (Financial Statistics of Cities) multiplied by non-farm popula- 
tion. 

Government wealth was estimated, 1909 to date, on Federal Trade Com- 
mission data for 1922 and index data for each constituent item. Four and 
one-quarter per cent of this was substituted throughout for government- 
property income. 

Unclassified enterprises and occupations —Number of employees, 1910-20, 
was interpolated on King’s estimates. Methods for 1910 and for 1920 to date 
are discussed above. Pay-roll per employee was estimated on the basis for 
appropriate sample data from other groups. Number of enterpreneurs was 
estimated on the basis of a slightly declining ratio to employees. Individual 
profits were estimated on the basis of Statistics of Income data (profits for 
persons having net incomes of over $5,000 and number of returns) and aver- 
age pay-roll estimates. Corporate profits and dividends were estimated from 
Statistics of Income data, and individual business savings on the basis of 
corporate savings and dividends and average pay-roll per employee. Rent 
and interest were estimated on the three-year moving average of profits 
withdrawn. 
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Miscellaneous income.—Net income from rent and from rental values of 
owned urban homes were estimated on non-farm population multiplied by 
Bureau of Labor Statistics rent index. Net income from rental value of 
automobiles was estimated on number of passenger cars registered multiplied 
by average current sale value per car. Net income from rental value of other 
consumers’ goods was estimated on the basis of total population multiplied 
by one-third (2 Bureau of Labor Statistics house furnishings price index 
plus Bureau of Labor Statistics clothing price index). 

Income from abroad.—1922 to date, estimates from Journal of Political 
Economy, February, 1932, plus forty million dollars each year for customs- 
area correction. These estimates were substituted without splicing. 





AN UNPUBLISHED PAPER ON THE IL.W.W. 
BY THORSTEIN VEBLEN 


INTRODUCTION 


N FEBRUARY, 1918, Thorstein Veblen became a special 
] investigator in the statistical division of the Food Adminis- 
tration. He occupied this position for approximately five 
months, during which time he prepared several memoranda. The 
most significant one dealt with the utilization of the I1.W.W. as 
a source of farm labor supply. 

General Crowder had just made his first call through the draft 
for a large quota of men, and complaints were coming into the 
Food Administration from farmers all over the country, stating 
that, if their sons were called into service, they would be unable 
to harvest their crops. Veblen, accompanied by his assistant, 
Isador Lubin, now of Brookings Institution, then undertook a 
field investigation through the farm area of the West. On reach- 
ing Minneapolis, Veblen was laid up with a severe cold. He went 
to his home in Columbia, Missouri, to recuperate; and Lubin went 
on with the work. When Lubin returned to Columbia, he wrote 
the first draft, and Veblen reworked it. 

The papers of the Food Administration are supposed to be 
in the government archives, but Veblen’s memoranda could not 
be located. Fortunately one of the carbons of the I.W.W. mem- 
orandum was retained by Mr. Lubin, who kindly supplied it to 
the writer. The title is clipped off, but the folder in which it was 
placed bears the heading “Farm Labor and I.W.W.” Another 
friend of Veblen, who was responsible for bringing Veblen into the 
Food Administration, Miss Alice Boughton, then assistant to the 
chief of the statistical division, gives the title as “Using the 
I.W.W. To Harvest Grain.” 

In striking contrast to his published work, but like all his un- 
published papers submitted to official or semi-official bodies, this 
memorandum is written in a simple, straightforward style. Also, 
unlike his published work, it was accompanied by five exhibits, 
of which the most significant one (“Exhibit A”’) is here reproduced. 
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In substance, the memorandum is an appeal to Herbert 
Hoover, as chief of the Food Administration, to force the national 
and state authorities to stop “persecuting”’ the I.W.W. and to use 


it as an agency in winning the war. 
JosePH DorFMAN 


CotumBiA UNIVERSITY 


USING THE I.W.W. TO HARVEST GRAIN 


This memorandum submits impressions gathered in the course of 
a recent excursion into the grain states of the Northwest, undertaken 
at the instance of the Food Administration’s Statistical Division. The 
excursion extended to Missouri, Iowa, Illinois, Minnesota, and the 
Dakotas. It was undertaken with a view to the conditions surround- 
ing the prospective grain crops of the prairie states; more particu- 
larly as to the prospects of the spring wheat crop. 

In general, it appears certain that the acreage of spring wheat (as 
well as of winter wheat) will be rather over than under the acreage of 
1917. The acreage of corn in the northern prairie states is likely to 
fall short of the last previous year for want of seed. While the acreage 
of spring wheat may be expected slightly to exceed that of last year, 
the spring work of planting and cultivation is apparently not being as 
carefully and thoroughly done as it should be, for want of a sufficient 
supply of farm labor. 

There appears to be a present shortage of available farm labor in the 
prairie states, north of Oklahoma and Arkansas, variously estimated 
at 10-30 per cent. The latter figure is almost certainly too high, even 
for any one of these states. A reasonable estimate would perhaps place 
this shortage at some 15-18 per cent for these prairie states, west of the 
Mississippi, varying from nearly nothing in the south to a possible 
20-25 per cent in the north, the severest shortage being found in the 
Dakotas. 

This applies to the present available supply of labor suitable for use 
in grain farming. At the same time there is a steady and continued 
drain on this supply, owing to the draft and to the call for workmen 
in the industries necessary to the prosecution of the war; while the 
need of skilled workmen for farm use will increase continually through 
the coming months until the close of the spring-wheat harvest season— 
September or October. The present situation, therefore, promises a 
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decrease in the available supply, coupled with an increasing demand, 
so that the effectual shortage may fairly be expected to grow more 
serious during the season. It is not safe to offer an estimate as to the 
amount of the resulting shortage at harvest time. 

The available farm labor here spoken of is made up of the settled 
farm hands, permanently resident in these grain states, and a floating 
or migratory supply of workmen transiently employed on the farms in 
increasing numbers, as the season advances. A very large proportion, 
probably a large majority, of this transient farm labor is enrolled in a 
special chapter of the I.W.W. known as the Agricultural Workers 
Industrial Union. So is also an appreciable, and increasing, proportion 
of the settled farm hands; although the percentage of the farm hands 
affiliated with the I.W.W. is doubtless much lower among the settled 
workmen than among the transients. This agricultural chapter of the 
I.W.W. claims a present membership of some 50,000. 

These members of the I.W.W., together with many of the workmen 
who are not formally identified with that organization, set up the fol- 
lowing schedule of terms on which they will do full work through the 
coming harvest season: (a) freedom from illegal restraint; (6) proper 
board and lodgings; (c) a 10-hour day; (d) a standard wage of $4.00 
for the harvest season; and (e) tentatively, free transportation in an- 
swering any call from a considerable distance. 

These are the terms insisted on as a standard requirement; and if 
these terms are met, the men propose a readiness to give the best work 
of which they are capable, without reservation. On the other hand, if 
these terms are not met, in any essential particular, these men will 
not refuse to work; but, quite unmistakably, they are resolved in that 
case to fall short of full and efficient work by at least as much as they 
fall short of getting these terms on which they have agreed among 
themselves as good and sufficient. It should be added that there is 
no proposed intention among these men to resort to violence of any 
kind in case these standard requirements are not complied with. Here, 
as elsewhere, the proposed and officially sanctioned tactics of the 
I.W.W. are exclusively the tactics of non-resistance, which does not 
prevent occasional or sporadic recourse to violence by members of the 
I.W.W., although the policy of non-resistance appears, on the whole, 
to be lived up to with a fair degree of consistency. The tactics habitual- 
ly in use are what may be called a non-resistant sabotage, or, in their 
own phrasing, “deliberate withdrawal of efficiency” —in other words, 
slacking and malingering. 
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In this connection it should be noted that the organization of the 
I.W.W., whether among agricultural laborers or elsewhere, is of a very 
loose character. The officials have no coercive powers, so that their 
control over the members and local chapters is wholly of an advisory 
kind. Hence, no effectual contracts can be entered into with this body 
of workmen; the letter of any agreement ceases to bind them so soon 
as they come to believe that the spirit of the compact is not lived up to. 
In spite of this loose and irresponsible form of organization, it is to be 
noted that these men do surprisingly efficient teamwork in the conduct 
of their affairs, and that they can consequently be extremely trouble- 
some and disappointing when the occasion offers. All of which has an 
evident bearing on the ways and means by which it will be expedient to 
deal with them in the present juncture. 

Now, as regards the farmers under whose direction the grain crops 
of the prairie states are grown, they are to a very large extent enrolled 
in the National Nonpartisan League—indeed, to a greater extent than 
is commonly believed. The Nonpartisan League is a semi-secret organ- 
ization, of a political character, working for industrial ends; and it is 
made up of farmers, and to a relatively slight extent of farm workmen. 
The bond of union among them is a felt antagonism between their own 
material interest, on the one hand, and the interests of the commercial 
and other business elements of the community, on the other hand. It 


is a class organization, seeking a class advantage, and rests on a senti- 
ment of class antagonism. The antagonism lies between those who are 
engaged in producing grain and meat in the prairie states, on the one 


” 


side, and the classes that may be spoken of as the “vested interests, 
on the other side. The sense of antagonism in the case is just now visi- 
bly growing, on both sides, of this line of cleavage; and it is growing 
both in the degree of asperity and in the sharpness with which the lines 
are drawn. The catchwords under which these farmers habitually 
speak of their antagonists are (a) “big business’ and (5) “the commer- 
cial clubs,” the latter being the trade organizations of business con- 
cerns in the country towns. These are credited at the same time with 
an irresponsible control of the local authorities, and, in a degree, of the 
state authorities as well. Hence the political character of the Non- 
partisan League, which aims to take the control of state and local 
administrations out of the hands of these vested interests and turn it 
to account for the benefit of the farm population. 

On the whole, there appears to be no felt antagonism and no working 
at cross purposes between the Nonpartisan League and this agricul- 
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tural chapter of the I.W.W. At the same time, there is no avowed 
agreement or official! communication between the two organizations; 
but there is a good deal of unofficial collusion between them, such as to 
hold them somewhat consistently together on the same side of the line 
of political cleavage already spoken of, the members of both organiza- 
tions being largely affected with the same sense of antagonism against 
the vested interests, and with the same distrust of state and local 
authorities. (Evidence of a degree of distrust between the farmers and 
the I.W.W. is by no means wanting. But it remains true that a consid- 
erable measure of sympathy and collusion prevails as between the 
members of the Nonpartisan League and the agricultural chapter of the 
I.W.W.,; and this sense of solidarity is apparently growing.) These pub- 
lic authorities—police, judiciary and administrative, state and munici- 
pal—are believed to be strongly biased in favor of the commercial 
clubs and their aims. The same distrust extends with full vigor to 
those temporary organizations known as “State Councils of Defense,” 
“Security Leagues,” “Committees of Public Safety,” etc., which have 
been instituted for the more effectual prosecution of the war. These 
Security Leagues are commonly believed to be made up of business 
men working for the advantage of the commercial interests, as con- 
trasted with the interest of the farmers and workmen. And it is similar- 
ly believed or presumed that the charges of disloyalty and violence 
made by these Committees of Safety and their agents in the prosecu- 
tion of their aims are in very great measures a cloak to cover other and 
more sinister purposes than the national defense. 

This partisan distrust is mutual, of course, so that the state and 
municipal authorities, the Security Leagues and Committees of Safety, 
and the commercial clubs which underly these administrative organi- 
zations all distrust the Nonpartisan League and its affiliated farmers 
and workmen as cordially as the latter distrust them. Each side en- 
deavors to maintain its own rights and contentions; and, as will hap- 
pen in a partisan contest, both sides will go to questionable lengths in 
the prosecution of their aims. Or at least they will go to lengths that 
appear questionable to any outsider who is not moved by the merits 
of the controversy. In this contest it happens unfortunately, that the 
one party—the party of the commercial clubs—is in control of the legal- 
ly constituted administrative apparatus, police and judiciary; and they 
are credited by the party of the second part with a partisan abuse of 
the power which they so are in a position to turn to account. What- 
ever may be tne intrinsic merits of the controversy, and whatever 
may be the substantial truth as regards the alleged abuse of legal 
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authority, this state of the case is unfortunate as regards the main 
point here in question—viz., the continued production of a sufficient 
supply of grain and meat in the prairie states. It is unfortunate in 
that the forces of production involved are thrown into state of dis- 
union and the cultivation of the farms is by so much hindered from 
reaching its best efficiency. 

There is the further unfortunate circumstance to be noted, that 
inasmuch as the party of the commercial clubs is the party of the 
legally constituted authorities—in the apprehension of the farmers and 
workmen—this side of the controversy is in a position to appeal to 
the federal authorities, in case of doubt or need. Since this side speaks 
in the name of the established law and order, the federal administration 
will necessarily appear initially to come into the controversy on that 
side of any given dispute—so long as the legal formalities are complied 
with in any tolerable degree. To the biased sense of the workmen who 
find themselves victims of legalized chicanery, as they are inclined to 
call it, this is coming to mean that the federal administration is 
lending itself to the purposes of their enemies in the industrial conflict 
which is going on. And there is, indeed, some circumstantial evidence 
at hand which will bear that interpretation, particularly when it is 
viewed from the partisan standpoint of the losing side in the legal 
proceedings in question. The result is that the federal administration 
is coming in for a share in the distrust, not to say odium, with which 
the legal measures alluded to are viewed by the workmen of the prairie 
states. 

Exhibits A and B, appended to this memorandum, submit some of 
the evidence which so plays into the hands of the malcontents. As 
being of the same general bearing, and reflecting—in the apprehension 
of the workmen—the same partisan bias on the part of the constituted 
authorities, state and federal, the allegation, apparently well founded, 
may also be cited, that the Post Office has, in connection with the trial 
now in progress in Chicago, intercepted a very considerable quantity 
of mail matter designed to procure funds for the conduct of the de- 
fense. So also it is alleged, again with the appearance of truth, that in 
the case of some 150 members of the I.W.W. who have latterly been 
arrested on formal charges of disloyalty, bail has been fixed at an 
unnecessarily high figure—some $500—with a view to making it pro- 
hibitive. Quite obviously, the ordinary wayfaring man enrolled in the 
I.W.W. will ordinarily be unable to procure bail in that amount, the 
consequence being that the men so apprehended face the prospect of 
incarceration without bail while awaiting a hearing several months 











802 THORSTEIN VEBLEN 


hence, on a charge which is commonly believed by their fellows to be 
quite groundless. Hence more irritation, together with the enforced 
idleness of such workmen as are immediately concerned in the case. 

So far this memorandum has the appearance of special pleadings; 
and, indeed, such is its purpose. It is intended as special pleadings 
for the grain crops of the northern prairie states. Owing to the peculiar 
circumstances of the case, this purpose gives the argument an appear- 
ance of partiality on the side of the workmen. The relevant circum- 
stances of the case appear to be these: The effectual cultivation and 
harvesting of the crops demand that all available farm labor be turned 
to account forthwith and as economically as may be. A large propor- 
tion of this available farm labor is enrolled in or affiliated with a special 
chapter of the I.W.W. These men cannot be coerced into doing the 
necessary work in an efficient manner by any measures of conscription 
or other authoritative pressure. They will, it is believed, do good and 
efficient work on the terms which they have agreed on among them- 
selves. They are, it is also believed, deliberately hindered from freely 
moving about and finding work on the terms on which they seek it. The 
obstruction to their movement and negotiations for work comes from 
the commercial clubs of the country town and the state and municipal 
authorities who are politically affiliated with these commercial clubs. 
On the whole, there appears to be virtually no antagonism between the 
employing farmers and these members of the I.W.W. And there is a 
well-founded belief that what antagonism comes in evidence is chiefly 
of a fictitious character, being in good part due to mischief-making 
agitation from outside. 

In view of this state of the case, it has been argued that, quite 
irrespective of the intrinsic equities involved, it is expedient just now 
to take measures looking to allay the irritation and distrust that 
prevails among these workmen; to discountenance and disallow any 
measures that will bear the appearance of persecution or partisan ma- 
neuvre; to remove any obstruction that stands in the way of the most 
efficient use of this or any other available contingent of farm labor. 
Specifically it is suggested that as a matter of expediency the members 
of the I.W.W. now under indictment be dealt with as expeditiously 
and as leniently as the legal formalities will permit; that the mail mat- 
ter in which their Defense Committee is interested be not detained on 
any plea of legal expediency; that virtually all charges of disloyalty or 
sedition in these premises be disallowed; that bail for the men of this 
class now under indictment be fixed at an amount not to exceed $500; 
that measures be taken to discontinue the use of force by local authori- 














AN UNPUBLISHED PAPER 803 


ties seeking to hinder the free movement of workmen in those states; 
in short, as a matter of present expediency, it is desirable to take a con- 
ciliatory stand in relation to this contingent of farm workmen and to 
go as far as the formalities will allow in cultivating their trust and 
good will. They may not be in the right, but they are one of the factors 
that will have to be made use of for the production of a sorely needed 
supply of grain and meat, and they can be used to good effect only 
by way of generous treatment and fair dealing. It is a case where 
generosity is the best policy. 

It may be in place here to add a word of explanation as regards the 
present temper of the farm population of these northern prairie states 
in the matter of loyalty to the Administration and its prosecution of 
the war. By way of parenthesis, as bearing on this point, it should be 
noted that the greater proportion of the membership of these agricul- 
tural I.W.W. are apparently of American birth, contrary to what has 
occasionally been alleged. This generalization is in part based on a 
personal inspection of their official files of registered members. The 
official estimate is that about 80 per cent are of American birth. It 
appears likewise to be true that the greater proportion of members in 
the Nonpartisan League are of American birth. As to the present tem- 
per of this farm population, skilled and transient, there appears a 
massive and increasing drift in the direction of a more aggresive sup- 
port of the Administration’s war policy. Of the farm population prop- 
er, as represented in the Nonpartisan League, it is perhaps safe to say 
that they are minded to see the war through, at any cost, to the end 
for which the Administration has spoken. In the region here spoken of, 
this aggressively warlike temper is distinctly more perceptible now 
than it was six months ago. The like is fairly to be said for the migra- 
tory farm labor affiliated with the I.W.W., but with the reservation 
that, while this contingent is now prevailingly in a warlike and loyal 
frame of mind, the cordiality of its continued support of the Adminis- 
tration is in some degree conditioned on the measure of generosity 
with which the Administration will deal with them during the season. 

What has just been said is intended to apply to the present situa- 
tion, as it bears on the production of this season’s crop. But it seems 
desirable also to look farther ahead and take measures looking to the 
most efficient use of this farm labor through the coming seasons, for 
the period of the war. In this connection it is to be kept in mind that 
the migratory farm labor of the Northwest is at work on the farms 
only through the crop season—some 5~7 months—and that the same 
workmen are in great part employed in some form of lumbering or 
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sawmill industry through the winter months. In the seasonal migra- 
tion which this state of things involves, there is a good deal of scatter- 
ing and redistribution of the personnel, so that the same workmen will 
not be found associated together in the same place from one season to 
the next, nor will a given band or gang be made up of the same work- 
men year after year. Yet there is a degree of permanency about any 
one of these gangs, so that the gang will have something of a permanent 
core or nucleus made up of the same men year by year. There results 
a certain measure of permanent regimentation of these migrants, with 
a degree of continued solidarity and also a degree of continued team- 
work. The gang, or chapter, has something of a life-history of its own 
and some degree of individuality, which takes concrete form in its 
enrolment under its own official spokesmen in the organization of the 
I.W.W. These spokesmen are officials only in the sense of standing in 
an advisory relation to the members of their particular chapter; and 
all that can be depended on to insure concerted action at any juncture 
is the teamwork and habitual solidarity of the gang under the advice 
of their trusted leaders. Consequently, any agreement entered into is 
subject to constant revision, with the result that all employers who 
deal with these organized workmen are, in effect, placed on their good 
behavior. All of which is extremely irksome to the employers, particu- 
larly to employers on a large scale, as, e.g., in the lumber trades, where 
the contact between employer and employee is slight and impersonal; 
but much less so on the farms, where the employer is habitually en- 
gaged in the day’s work, along with his employees, and where conse- 
quently a much closer approach to a personal understanding is com- 
monly had. It may be remarked that suspicion and disagreement be- 
tween employers and workmen has been much less on the farm than 
in the lumber camps, although the employees in the two cases are in 
very great part the same workmen, and in some part organized in the 
same groups. 

As a means of best using this contingent of migratory labor, there- 
fore, both through the open season on the farms and through the 
winter months in the lumber camps and elsewhere, it is here proposed 
that the Administration enter into direct and official relations with 
these workmen through their formal organizations; that a scheme of 
regimentation be put into effect by which the workmen will be enrolled, 
under officers of their own choice, as members of a collective labor 
force to be distributed and employed at the discretion of agents of the 
Administration with suitable powers—always with the proviso that 
these agents be vested with advisory rather than coercive powers and 
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be enabled to offer inducements sufficient to give effect to such advice 
as they may offer; that facilities be constantly afforded for men to en- 
rol in these regiments of workmen, without other necessary qualifica- 
tions than a willingness to work and to submit to majority rule within 
their own regiment; and that board, lodging, and needed transporta- 
tion be provided for the men so enrolled, on the sole condition that they 
do the work in hand and submit to majority rule. It is believed that 
under such a scheme of regimentation a permanent body of efficient 
workmen may be organized and held together in a mobile body which 
can be shifted readily to any point where they are needed, at the same 
time that the maintenance of direct and cordial relations between these 
workmen and the Administration may be expected to call out the high- 
est degree of efficiency of which they are capable. The realization that 
they are, in a special and intimate sense, working for their country and 
its purposes, may fairly be expected to have a happy effect on the tem- 
per of these men, as it should have on the temper of any similar body 
of citizens. 
(See Exhibit C) 

Tentatively, it is further proposed that whatever arrangements may 
be entered into between the Administration and these workmen should 
be left in the hands of the Department of War and the Food Adminis- 
tration, preferably in the hands of a joint bureau representing both 
and consulting with both, but in the last resort answerable to the Secre- 
tary of War. There are several considerations leading to this proposal: 
The work in which this labor force is to be used, summer and winter, 
is in a paramount sense of the nature of a necessary war industry, in 
that the production of grain as well as the outp..t of lumber are of 
prime importance for the prosecution of the war, and no unnecessary 
apparatus should be allowed to interfere between the War Depart- 
ment’s jurisdiction and the factors that enter into these industries. 
It is, at the same time, a matter which unavoidably falls within the 
discretion of the Food Administration, which is in this connection to 
be regarded as an auxiliary branch of the War Administration. In an 
appreciable degree the Department of Labor is incapacitated for this 
undertaking by the circumstance that the Department is, in the popu- 
lar apprehension, somewhat closely identified with the special interests 
of organized labor, so-called, and more particularly with the interests 
and special policies which guide the management of the A. F. of L.; 
and these migratory workmen harbor a lively antagonism and dis- 
trust toward the A. F. of L. and its official representatives, and conse- 
quently also toward the Department of Labor in so far as that Depart- 
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ment is believed to lend its countenance to the particular aims for 
which the management of the A. F. of L. is believed to be working. 
In a less degree there appears to be prevalent among these workmen a 
similar distrust of the Department of Agriculture and its agents in the 
field, perhaps especially as regards the “county agents,” who common- 
ly represent jointly the Department of Agriculture and the state agri- 
cultural commissions of the several states. For all that need appear in 
this argument, this distrust of these two departments and their agents 
may be quite groundless in fact. The point at issue is the animus of 
these workmen on this head. If they are effectually to be made use of, 
the agency by which they are to be made use of should be one to which 
no antecedent objection of this kind attaches. 

In substantiation of the belief expressed above, that generous treat- 
ment and a cordial co-operation on the part of the Administration will 
bring a response in the way of willing and efficient service from these 
workmen, Exhibits B, C, and D are appended. These exhibits go to 
show what has been accomplished in detail in other parts of the coun- 
try and under other circumstances, where the same class of men— 
indeed, in good part the same men—have been met in a spirit of for- 
bearance, mutual confidence, and partnership, and without recourse to 


coercive measures. 
THORSTEIN VEBLEN 


EXHIBIT A 
April 8, 1918 
Mr. Thorstein Veblen, 
Washington, D.C. 


DEAR Sir: 

In compliance with your request of the 6th instant, I am setting forth herein 
facts pertaining to the Agricultural Workers Organization No. 400 of the I.W.W. 
I am going to try and point out to you the reasons why the wheat raised on the 
farms of the United States last year was not harvested as successfully as it could 
have been, and also the best possible way for the administration of the United States 
to guarantee that the wheat crop of 1918 is saved to the last kernel. 

Now to begin with, the Agricultural Workers Organization of the I.W.W. has a 
membership of some fifty thousand workers. These workers work in the woods dur- 
ing the winter months, and in the harvest fields during the summer months. I can 
safely say that 80 per cent of these workers are American born, and that the one ob- 
ject they have in life is to obtain for themselves and their fellow-workers more wages, 
shorter hours, and better working conditions, by organizing along industrial lines, 
agreeing to the last man that an injury to one is an injury to all. 

We find that the opposition shown toward our members does not come from the 
farmers who employ these men to sow, cultivate, and harvest their grain, but it comes 
from the daily press and the commercial clubs, which are composed of bankers, 
real estate agents, business men, and the local police, the latter arresting the workers 
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and throwing them into jail whenever they attempt at organizing workers into 
the union. 

The records of the Agricultural Workers Industrial Union show that there was 
over ten thousand dollars spent in 1917 for sending attorneys to the different towns 
throughout the Grain Belt to investigate the cases of our members who had been 
thrown into jails. All of these investigations show that there were no charges against 
these men; and when the authorities found that there was someone working in the 
interests of the workers who were being held by them, they were immediately 
released. 

When the commercial clubs found that they could no longer jail our members 
and get away with it, they adopted new and more brutal tactics. Whenever a body 
of organized workers came into towns where these commercial clubs were situated 
and operating, they were surrounded, taken to jail, where they were held until after 
dark, loaded into automobiles belonging to the members of the commercial clubs, 
taken out into the country, their clothes taken off, and with two of these human 
brutes holding the workers face down to the earth, they were beaten until black and 
blue, or until they would say that they would have nothing more to do with the or- 
ganization or the I.W.W. 

To explain to you these outrages in detail would be more than I am capable of 
doing, but in order that you and the people you represent may understand our side 
of the question more thoroughly, I am inclosing herewith copies of affidavits made 
in person by members of the Agricultural Workers Industrial Union No. 400, who 
were the victims of the commercial clubs of the Grain Belt, because they dared to 
organize the workers into a union so that they, the workers, may get shorter hours, 
more wages, and better working conditions. 

In conclusion, we wish to plainly state that it has always been and always will 
be the intention of the members of the Agricultural Workers Industrial Union of the 
I.W.W. to harvest the grain crops of the world, so that the world may eat. No one 
understands better the way to harvest the wheat crops than the men who follow up 
this line of work from year to year, and no one knows better how to save as much 
grain as possible as the workers who are now members of the Agricultural Workers 
Industrial Union No. 400 of the I.W.W. 

The members of the Agricultural Workers Industrial Union of the I.W.W. will 
be in the harvest fields this year stronger than ever. They will be there with only one 
intention, and that intention is that the wheat that feeds the world is harvested 
successfully under good working conditions, together with reasonable hours and 
good wages, and that the outrages that are being committed against them shall 
immediately cease. 

Once more assuring you that the Agricultural Workers Organization of the 
I.W.W. will do all in its power to harvest the wheat crop of 1918 without wasting a 
kernel, and doubly insuring you that the members of the Agricultural Workers 
Industrial Union will under any and all circumstances stand by its motto, “An 
injury to one is an injury to all,” we remain 

Very truly yours, 
Maurice G. BRESNAN 


Sec’y-Treas. 
AGRICULTURAL WorKERS INDUSTRIAL UNION 


No. 400 I.W.W. 
Curcaco, ILLInors 





A THEORY OF PRICES 
I 


HEN we wish mathematically to study a phenomenon, we 

\ x / need not start at first with the most general forms of this 

phenomenon. Let us idealize, first of all, the object of our 
inquiry in its simplest form, and later let us study the influence of the 
other parameters. 

Let us assume a wholly isolated and completely self-contained 
society consisting at first of only producers and consumers. We will 
examine later the parts played by political administration, capital, and 
exchange. Let us also assume that only consumption goods are pro- 
duced. Let 

Pididinvecetnaeedd Aw (x) 


represent the quantities produced of each of the various goods. If we 
could add the units of different goods we could set up 


J. ——— ee | (2) 


as the total of the various goods consumed by each of the classes. 
Thus, 5S, signifies that the class producing A, units of commodity 
will consume a total of S, units of all the goods. Let aj represent the 
effective need (demand) of the class of producers of commodity i for 
commodity m. Then the significance of the following form is easily 
perceived. 


Ss, at?) at) at) ooo  .... 
a2) qgf2) gf) . 
I 2 3 
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The sum of the horizontal items in each row shows the consumption 
of a class of producers, allocated among the various products; while, 
808 





A THEORY OF PRICES 809 


on the other hand, the sum of the vertical items in each column shows 
the products of a class of producers, distributed according to the 
effective needs of each class of producers. 

A further remark must be made to the effect that the products are 
highly diversified but are not infinite in number. W therefore denotes 
a very large number, which is, however, finite. 

From the principle of equilibrium we conclude that the sum of the 
products is equal to the sum of the consumption. 


Ss= Dis . (4) 


k=1 k=1 


The effective needs of a class of producers are either zero or greater 
than zero, 
a)>o. (5) 


Since the individual classes of producers wish to exchange their 
products, we must attribute to each unit of a commodity an abstract 
value independent of the peculiar characteristics of the commodity. 
This is its economic value or price. We express this value through any 
desired and assumed unit of money, and we can denote it as the price 
of our ideal society. Let these be 


+ | an eee (6) 


With the further analysis of money we need not, as we shall see, 
occupy ourselves, since from these assumptions we can only arrive at 
the relationship of the prices to one another. In the postulated society, 
the prices must be so formed that the money value of the total produc- 
tion of one class of producers is equal to the money value of the total 
consumption of the same class. This yields the following set of linear 
equations: 


PP er ter + 5 havea tay P+ aioe +r 74), 
dP +P +P + eevee cree +a?) P =A P, 
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or, reducing to zero: 


(a) —A,)P, +P, + “— a7 
a) P +(a)—A )P.+ --- 


a) P +a~)P, eo a@)P S‘e%e +(a@)—A,)P_=0 


This set of linear equations. contains a solution, since its determi- 
nant is zero. If we add all the rows of the determinant 


= (1) g(t) (1) (1) 
a‘ A,, aa... . a ~+-. @ 


(2), g(2)— (2) 
a), a—A,a® .... 








to the first row, then all the members of the first row are equal to 
zero, since the production of consumers’ goods is in equilibrium: 


(1) (2) (3) *“*e @© (n) ones (w) — = 
(1) (2) (3) “ee ee 


(1) (2) (3) eeee 
a’ +a’ +a’ + 


If we eliminate from this determinant a row and a column, the 
minors, on the same principle, do not become simultaneously zero. 
By means of the theory of linear equations, we can arrive at the 
mutual relationship of the prices of the set of equations given under (8). 
The prices of (8) are proportional to the appropriate minors of the 
determinant (9), each minor being assumed to be non-singular. 

By means of these symbolic equations we could represent the 
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prices, including some arbitrary factor, as a function of production 
and consumption. 
II 

If a product is produced more (or less) than is necessary, the eco- 
nomic equilibrium of the society is disturbed. The determinant ceases 
to be zero, and the set of equations is no longer determinate. Prices, 
in this case, change so as to bring about an increase (or decrease) in 
production; and as a result of the changes in prices, the consumption 
of each class of producers will also change. The changes in both prices 
and consumption tend to restore the disturbed equilibrium once more. 
In such an economy, prices cannot be changed without a change in 
production or consumption. It is evident that such a change in prices 
and consumption also brings about a change in the other prices, and 
that, after the restoration of equilibrium, prices need not stand in the 
same relation to one another as before. 

The economy reacts through changes in prices upon those changes 
in consumption which arise because of an advancing or declining 
civilization, and it reacts similarly upon substitutes and upon inven- 
tions which bring about improved production. Production and con- 
sumption oscillate about the equilibrium position, always tending to 
counteract the smallest possible disturbance, although a complete 
equilibrium can never properly take place. The changes in price, are, 
as it were, the automatic regulator of the society. Changes in price can 
be studied by means of the set of equations marked (9), but the large 
number of equations hinders numerical solution and only permits of 
several general conclusions. From our study we have arrived at the 
following principle: 

The prices of commodities are regulated according to that economic 
equilibrium by which the money value of the effective needs of a class of 
producers must be equal to the money value of the goods produced by that 
class. Prices respond to each disturbance, tending to counteract its effects. 

This proposition represents the application to economics of Le 
Chatelier’s principle in physics. 


Ill 


We wish now to translate the previous result of our theory of prices 
from the formal symbolism of mathematics to everyday language. The 
formal tools of mathematics were necessary simply to make the com- 
plicated processes clearer to human understanding. Obviously, we can 
only discuss the simplest cases in what is to follo.s. Let us assume that 
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there are only two producers who have come together and who ex- 
change their respective products. In this case the condition of equi- 
librium requires that each producer produce only so much more than 
he will himself consume as will suffice to cover the effective demand of 
the second. The producer of the first commodity produces the quantity 
A, of which the quantity a‘) covers his own need while a‘?) covers the 
effective demand of the other producer in relation to the first good; i.e., 
the quantity supplied to the other producer is the difference 


(2)=—= 4 —gl(t) 
a’? A, at), 


Similarly, the producer of the second commodity produces the 
quantity A,, deducting from this the quantity a) for his own need. 


The balance 
a" A 2 a? 


is the effective need of the first producer with respect to this second 
good and is the quantity supplied to him. 
We can also form the equations 


(a—A,)P.+aP_ =o 
a P +(a—A,_)P, =o 


from which there results the following price relationship: 
P,: P,=a:a?), 


The prices vary inversely as the quantities exchanged of the respective 
products. 

What we have discussed as the case of two producers is nothing 
other than the well-known Law of Supply and Demand. Since our 
theory contains this law as its simplest possible form, we can consider 
it as a generalization of this familiar law. 

This Law of Supply and Demand was advanced by the first founders 
of economics to explain the behavior of prices. In doing this, they ap- 
plied that form of the law which, according to our theory is its simplest 
possible case. However fine and binding this law sounds in its simplest 
form, it becomes more complicated as soon as we discuss actual rela- 
tionships where we consider not merely two, but many, commodities. 
Here prices result, not only from the supply and demand of two com- 
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modities, but from the supply and demand of a complex of commodi- 
ties. As a consequence, this simplest form of the law soon showed itself 
as insufficient, not because the law was seemingly false, as later econo- 
mists believed, but simply because in the case of three or more prices 
the law no longer appeared in the form of a simple relationship but in 
its general form. Without the application of the necessary mathe- 
matical tools we could not have succeeded until now in surveying in its 
totality the complex of supply and demand. 


IV 

Let us now consider those circumstances which distinguish the 
present-day arrangement of society from our hypothetical economy. 
We can subsume these under two headings—administration and 
exchange. 

If those people, classified according as they produce commodities or 
deliver them to the consumers or simply profit thereby, are included 
among the producers, and if their consumption is attributed to the 
class of producers, the difference would immediately vanish. For, ac- 
cording to our theory, we can classify each one as a producer. The 
administration and the army in general provide security; public educa- 
tion offers the special and general knowledge necessary for the produc- 
tion of commodities; capital provides the means by which commodities 
can be made in a better manner and more easily; exchange brings, 
through its work, the commodities to the consumers and thereby in- 
creases the utility of the goods. To illustrate: For the consumers 
coffee is more useful when made available in the centers of consump- 
tion than when still in Brazil. This treatment of the factual content 
permits the differences of our hypothetical arrangement of society to 
disappear, and the actual existing relationships show themselves 
through the increase in the number of equations. 


NIKOLAUS PETRICSKO 
BupapPest, HUNGARY 





MODERN ECONOMIC SOCIETY— 
FURTHER CONSIDERED 


COMMENTS ON MR. KNIGHT’S REVIEW 


OMMENTING on Modern Economic Society in the August 

issue of the Journal of Political Economy, Professor F. H. 

Knight says: “The book tells ‘all about control’ from the 
standpoint correct for an elementary textbook, from which it would 
be impertinent to ask specifically what is to be controlled, or by whom 
or why, or toward what objective or by what means or method.” 
Several pages later he adds “‘in view of the general conception of the 
control problem which has been indicated, nothing concrete on any 
of the phases into which a realistic examination would analyze the 
problem of control is to be expected in Modern Economic Society.” 

It is true that the book does not discuss whether in an ultimate sense 
men can in any degree exercise control over each other; it does not 
discuss the kind of a world we live in, whether or not it is a world of 
“absolute physical causality” or whether we possess some degree of 
freedom. Interesting as these questions may be, it is fortunately not 
necessary to wait for them to be answered before one can analyze many 
problems of controlling economic activities. Perhaps we live in a world 
in which we possess some degree of freedom.’ But if we do, the degree 
of freedom is apparently limited, for human conduct is sufficiently uni- 
form and predictable that generalized descriptions and analyses of 
many parts of it are possible and techniques for controlling it within 
limits can be invented. Possibly, on the other hand, the regularities 
that are discernible in conduct mean that “we are all alike under the 
absolute control of physical causality,” that every decision we make is 
predetermined, and that in a certain sense human beings can exercise 
no control.? But it does not follow, as Mr. Knight asserts, that “all 

* Despite Mr. Knight’s criticism, I continue to use the pronouns “we,” “us,” and 
“our” to refer to people in general without specifically mentioning the antecedent. 
It is a well-established usage which makes for brevity and the avoidance of cumber- 
some phrases. I am interested to observe that Mr. Knight employs it during the 
earlier part of his paper (see pp. 436, 440, 444, 445). 

* But in a sense we do exercise control, for our acts, though determined in part 
by external conditions, also reflect our nature and are what they are because each 
of us (including his state of knowledge) is what he is. 

814 
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talk of social control is nonsense,”’ that it is silly to study the determi- 
nants of human conduct and to explore the possibilities of making men 
act differently. In none of its forms does determinism mean that there 
are no fixed relationships between actions and consequences, that 
uninformed decisions produce the same results as informed ones, that, 
regardless of how we act and what kind of decisions we make, certain 
results are inevitable. Rather it means exactly the opposite. Conse- 
quently, we may all be determinists and yet not for a moment regard 
it as foolish to attempt to learn how to exercise control of various 
kinds—to fix our automobiles, to check the ravages of disease, to con- 
trol the price level, or to reduce unemployment or industrial accidents. 

The book then rests on the commonplace assumption that, for one 
reason or another, human conduct is sufficiently subject to rule that 
techniques for controlling many parts of it can be invented. It is true 
that, although the book analyzes the desirability of many techniques 
for dealing with specific problems, it is not primarily concerned with 
advocating a specific program for the control of economic activities. 
Since it is a general introduction to economics, its essential purpose is 
to present, not a program, but an analysis of economic processes which 
will assist the reader to form his own conclusions concerning where 
control may be needed and to judge the merits of methods which may 
be proposed. It is far from true, however, that the book avoids a 
concrete discussion of what is or might be controlled, by what agencies, 
for what purposes, or by what methods. On the contrary, a satisfactory 
analysis of the operation of industry is impossible without discussing 
many of the techniques of control that are in use and others that have 
been proposed. When the control problem is broken down into an 
analysis of specific techniques for dealing with specific situations— 
controlling the volume of credit, fixing minimum or maximum prices, 
controlling the general price level, controlling the business cycle—it 
is possible to see rather definitely in each instance what changes are 
sought and what methods are proposed and to make up one’s mind 
whether one likes the object and whether one believes that the con- 
templated methods are likely to work. Of course, who is to control 
whom depends upon how opinion concerning the desirability of spe- 
cific proposals happens to split, which side has its way, and how effec- 
tively the technique works. 

When the process of control is viewed as one of operating various 
techniques for dealing with various situations, the terror is removed 
from the procedure “of putting particular men in a position to ‘inter- 
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fere’ with the conditions affecting the behavior of other men’”—some- 
thing which Mr. Knight regards as so sinister that it “would hardly 
be urged in print.” Of course, it is practiced—and urged in print— 
every day. Every one of us is in a position to interfere with the condi- 
tions of behavior of at least a few men; many of us are striving rather 
strenuously and with considerable success to acquire power over others; 
and those who are placed by community action in positions which en- 
able them to affect the behavior of others are often less powerful than 
men who have acquired power by other means. And althongh there 
will always be danger that public servants will become public masters, 
there is probably less to be feared from those who are given definite 
duties and authority by the community and who, therefore, act more 
or less in the open and subject to removal than there is from those 
who acquire power by less conspicuous processes and who perhaps do 
not attract attention until they have become entrenched. 

Mr. Knight objects to the statement that our control of industry is 
imperfect because, he says, people, in general, are not agreed that in- 
dustry should be controlled in any particular way.s But if the crew 
do not know how to run the ship, that fact is not altered by the addi- 
tional fact that they find difficulty in agreeing on where they wish to 
go. Furthermore, our very difficulties in agreeing on what should be 
done are themselves evidence that our control over industry is imper- 
fect. Certainly there are ways in which industry operates and many 
results which it produces which nearly everyone would agree are un- 
desirable. The breakdown in exchange which is now keeping millions 
unemployed is such a result. So are the thousands of bank failures of 
the last several years and the chronic failure of industry to produce to 
its physical capacity. Why do we not get rid of these conditions? 
Partly because we do not know how and partly because we have not 
discovered methods that command sufficient approval to be put into 
effect. The discovery of techniques which are effective in removing 
evils and which also command sufficient approval to be used is itself 
part of the process by which a democracy achieves more perfect control 

3 At another point, Mr. Knight says: “If all men were agreed on a program of 
action for all men to follow, ‘control,’ so far from constituting a serious problem, 
would be carried out automatically, no doubt unconsciously.” This greatly over- 
simplifies the matter. Perhaps the program would give the desired results and per- 
haps it would not—this would depend upon whether those who designed it really 
understood what they were doing. Furthermore, agreement that a program is de- 
sirable does not assure adherence to it. Competitors may unanimously subscribe to 
a code of “fair practices” and every one of them may violate it. 
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over industry. Perhaps we shall fail to discover such techniques. To 
that extent our control of industry will remain imperfect. 

My remark on page 11, that inability to see some of the results of 
deeds “does not justify inaction,” is described by Mr. Knight as subtle 
innuendo and as an attack on a straw man. It is neither. Mr. Knight 
has simply taken the phrase out of its context and misinterpreted it. 
The phrase occurs in a sentence which stresses the fact that our efforts 
to control economic activities are, and always will be, substantially 
limited by our inability to foresee most of the results of any action. 
It is inserted for the obvious purpose of preventing anyone’s jumping 
to the conclusion that, because we never see all of the results of an act, 
it is never sensible to act. But Mr. Knight’s objections go farther. On 
the basis of this phrase he ascribes to me the position that “‘no inquiry 
is in order as to whether the patient is actually sick” and “‘no question 
is to be asked whether we have any treatment which will have any 
effect at all, or if any, whether it is to do more good than harm.” 
This is fantastic. The sentences immediately following the one from 
which Mr. Knight extracts the objectionable phrase point out that 
to improve our ability to foresee results (and thus our capacity to exer- 
cise control over industry) we must turn, in the main, to the systematic 
study of how industry works—that is, to economics. Can my emphasis 
upon the importance of improving our ability to foresee results be 
construed as meaning that “‘no question is to be asked whether we have 
any treatment that will have any effect at all”? Throughout the book 
every discussion of the various techniques of control stresses their lim- 
itations and the difficulties of applying them. 

Mr. Knight (p. 462) seems to question whether there has ever been 
any serious dispute in this country over the desirability of attempting 
to subject economic phenomena to conscious control. His position here 
scarcely requires refutation. It is extraordinary, however, that he as- 
serts that I have imputed extreme laissez faire views to economists in 
general when I was careful to point out that such views “enjoyed little 
credence among economists.”’ I know of no more accurate way of put- 
ting it. Had I been interested in citing extreme laissez faire views from 
American economists of the last century, it would have been easy to 
quote Perry or Sumner, but my concern, as I made plain, was with 
the cruder but far more influential popular belief that it is useless, if 
not dangerous, to attempt to control economic phenomena. 

Mr. Knight ascribes to me the view that “effective competition for 
labor cannot exist.” Effectiveness is a matter of degree and depends 
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upon conditions. I have taken some pains to indicate what some of 
these conditions are. After doing so I conclude: “Despite these ob- 
stacles they [wage earners] do discriminate between jobs and employers 
and by so doing they exert substantial influence over industry.” Is this 
asserting that no degree of effective competition for labor can exist? 
Mr. Knight goes on to attribute to me the assertion “that the statisti- 
cal fact of mobility proves that it [effective competition] does not 
exist.”” On page 71 (to which he refers) I say: “Labor turnover is an 
outstanding manifestation both that workers do discriminate and that 
they have great difficulty in doing so.” Surely this cannot be twisted 
into meaning “that the statistical fact of mobility proves that effective 
competition does not exist.” 

Mr. Knight believes that there is a contradiction in pointing out (1) 
that specialization as between skilled and unskilled tends to raise the 
wages of the better workers but to lower those of the poorer and (2) 
that a union which admitted only the superior workers would find its 
ability to get higher wages for its members limited by the competition 
of the less skilled. Obviously there is no contradiction. Apparently, 
through careless reading, Mr. Knight attributes to me the view that 
“competition of the less skilled workers lowers the wages of the skilled 
unless the former also are included in the organization.’’ What I ac- 
tually said was quite different, namely, “after the better men had ob- 
tained a certain differential over the wages of the less efficient, they 
would find their ability to get more limited by the competition of the 
less skilled.” This is perfectly true and, as I point out, it explains why 
many unions, in determining their admission requirements, accept the 
employers’ tests of fitness and trade skill. All of this is obvious enough 
and in no way does it conflict with the fact that, as the subdivision of 
labor becomes more minute, the wider becomes the disparity in the 
wages “of those who do the work requiring the rarest ability” and 
“those who do the tasks from which the difficult elements have been 
taken away.” 

Mr. Knight endeavors to create the impression that I dismiss the 
subject of controlling booms with the generalization that “business men 
should be discouraged from bidding up the price of goods higher than 
the demand for them warrants or from producing more than can be 
sold at profitable prices.” As a matter of fact, this statement is pre- 
liminary to a discussion (covering several pages) of specific ways and 
means of developing more informed and more discriminative buying. 
Not only is there an analysis of the kinds of market information that 
are needed and a discussion of some of the problems of its interpreta- 
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tion but there is also a discussion of the probable effects of the general 
availability of more complete and reliable market facts, and the con- 
clusion is reached that the mere availability of such information would 
not be enough. This leads to the further conclusion that some control 
of buying through control of credit is necessary. I do not pretend that 
the suggested ways and means are all that could be desired. On the 
contrary, their limitations are carefully indicated. Nevertheless, they 
represent the necessary first steps in controlling booms. After they 
have been taken and their efficacy has been tested, we shall be in a 
position to see what additional steps are needed. It is odd that Mr. 
Knight should object to my warning that efforts to support markets in 
periods of depression must be timed in relation to the duration of the 
depression and that, if made too soon, they may do more harm than 
good. The warning is an important one and its importance is enhanced 
rather than diminished by the fact that we are not able to foresee the 
duration of depressions with accuracy. Although in the present state 
of our knowledge there are bound to be differences over the best time 
to act, recent experience teaches us the importance of not launching 
schemes to support markets, such as public and private construction 
schemes, during the first months of a depression. It is unfortunate that 
the federal government and the National Business Survey Conference 
did not realize this during the spring of 1930. 

For some reason Mr. Knight does not like the fact that “manipula- 
tion of the poor, helpless consumer by wicked selling pressure is much 
stressed.” Until very recently the consumer has been a sort of “forgot- 
ten man” in economics and it is high time that his position and its 
consequences receive attention in general treatises. But Mr. Knight 
is wrong when he says that manipulation of the consumer is discussed 
“‘without reference to the fact that manipulation is exerted in most of 
the possible ways simultaneously.” Of course, it does not happen to be 
a fact that manipulation is exerted in most of the possible ways simul- 
taneously, but the issue suggested by Mr. Knight’s statement is not 
neglected. The fact that selling efforts, like armaments, to some extent 
cancel out is specifically discussed and its significance is analyzed. But 
the chapter also points out that selling activities are subject to bias in 
several directions, that it pays to stimulate some kinds of wants more 
than others, and that some kinds of enterprises are better able than 
other kinds to use high-pressure marketing methods. Mr. Knight also 
says that no question is raised as to the character of consumers’ “real 
wants” or whether they are satisfied. “Real wants,” of course, are 
difficult to discuss, but it is possible to analyze the kind of influence 
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which business methods exert upon the process of making choices, and 
this I have done. But although his statement is essentially untrue, 
it is encouraging to have him make it, for economists of Mr. Knight’s 
school have been in the habit of uncritically accepting choices, no mat- 
ter how made, as ultimate data. It is a sign of progress when Mr. 
Knight is willing to ask whether there may be some discrepancy be- 
tween what consumers buy and their “‘real wants.”” Contrary to Mr. 
Knight’s implication, however, the claims of the sellers of advertising 
are not accepted as measuring the efficacy of advertising. Indeed, it is 
specifically stated (p. 556) that “it seems reasonably certain that pres- 
ent marketing methods influence demand less fundamentally than their 
defenders or critics usually assume,”’ and the reasons for this belief are 
explained at length and with specific references to various commodities. 

Last of all, Mr. Knight takes exception to the sentence: “the form 
of organization which will most effectively give representation to all 
interests must be discovered by experimentation.” He adds that what 
was said about experimentation on page 13—to the effect that the 
social sciences have no adequate substitute for the experiment under 
controlled conditions—has been forgotten. Far from it. Experiment 
of some sort may be possible, but hardly experiment under controlled 
conditions. Mr. Knight asks: “What has history been but a continued 
experiment in forms of organization in the only sense in which that is 
possible?’”’ One may regard all history as a form of experiment if one 
cares to, but certainly most of the blind and unpremeditated muddling 
through of history is far from the last word in experimentation. If there 
is no hope that economics and the other social sciences can, by the 
systematic analysis of experience, help us to profit from it and make 
possible more informed decisions, then economists and other social 
scientists had better adopt Mr. Knight’s suggestion of turning to the 
study of controlling the weather. 

Other comments of Mr. Knight are in need of correction, but encugh 
has already been said to show that readers would be unwise to accept 
any of his criticisms before comparing them with the book. 

SUMNER H. SLICHTER 


HARVARD GRADUATE SCHOOL OF BUSINESS ADMINISTRATION 


COMMENT ON MR. SLICHTER’S COMMENT AND ON THE ISSUES 
There is not much point in prolonging a discussion between parties 
whose elementary notions of meaning and relevance hardly seem to 
overlap appreciably—and still less in inflicting such a discussion on 
others, or wasting journal space trying to do so. But there are issues 
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involved, vital for the future of civilization as well as of economics, 
and I want to comment on some of these via Mr. Slichter’s comment 
on my paper. The situation is well illustrated by the little matter of 
the pronouns, in which Professor Slichter does not see any point at 
issue. What I said was precisely that the “we,” “our,” etc., would 
naturally be presumed to refer to “people in general” (his phrase, 
“Comment,” p. 814 n.—mine was “people generally,” see my review, 
p. 461). But I pointed out that neither this nor one or two other sug- 
gested possible antecedents make the sentences in which the pronouns 
occur in Modern Economic Society say anything that I can think the 
author intended to say. The question is whether it means anything to 
speak of “‘people in general” controlling “economic society,”’ this con- 
sisting of the identical people in general, and the only occasion for con- 
trol being a most widespread and intricate clash of interests and opin- 
ions among the individual units—all with no indication of an organi- 
zation creating a relation between something controlling and something 
controlled. If it does, I confess my inability to see the meaning. 

It was rather embarrassing to me to make the (as I supposed) 
trite observation that what is called social control in a democracy 
consists of two parts (a) a government exercising authority over indi- 
viduals and groups and (0) the same individuals and groups controlling 
the government, and that some caution must be used in applying the 
term “control” to this intricate mutual relationship, and to have to 
point out that the author of Modern Economic Society either does not 
see the problem in this concrete aspect or for some reason declines to 
discuss it. Now, I can only confess that nothing in his “Comment” 
makes me see the matter in any different light. 

An organization may be defective in various ways. It may be un- 
necessarily cumbersome and wasteful of effort in internal frictions. 
It may be inadequate in securing the “admittedly”’ desirable unity of 
action, or, at the opposite extreme, may overconcentrate power, 
“unduly” sacrificing individual liberty to coherence. It may place 
power in “wrong” hands. And so on. After much labor at the task, 
I cannot tell from Modern Economic Society what its author thinks is 
the matter with modern economic society, clear as he is about its 
being pretty bad. I do not believe he has thought the problem through 
to reasonably definite, intelligible diagnosis. But, I think, I sense a 
general drift pointing to inequitable distribution of power, in some 
sense, as at least one major defect. That would bea natural criticism— 
if one which nearly any critic would make of nearly any organization, 
and on the details of which no two critics would agree. If this infer- 
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ence is correct, it depends entirely on which individual members of 
the system are referred to by the pronoun whether “we” have too 
little control or too much. In any case, I get no meaning out of an 
expression which reduces to “‘our imperfect control of us.” 

Professor Slichter refers to the purpose of his book (p. 815) as that 
of giving ‘‘an analysis of economic processes.”’ One would suppose as 
much, and altogether approve, so far, since one side of the problem of 
control or betterment is to understand the mechanics of the existing sys- 
tem. But in searching diligently through the volume, I was able to find 
surprisingly little to which I could attach the label of economic analysis 
at all, and most (literally) of that not merely quite superficial (to be 
expected in a textbook) but palpably wrong—in my opinion, of course. 
I could not go through his volume in detail and explore ail the fallacies 
and irrelevancies (I thought I found), and cannot do that even for the 
“Comment.’’ Sampling was, and is, necessary; and I will begin with two 
important points in which the “Comment,” if I understand at all the 
language in which Mr. Slichter writes, simply misstates what I said. 

So far from asserting, as is stated, using quotation marks (pp. 814-15), 
that “all talk of social control is nonsense,” I constantly emphasized 
that social control is my own main interest in economics, in which I am 
in agreement with the concluding remarks of the ‘““Comment.” That 
is, as I also made clear, the reason I admitted being a little regretful 
that the conditions of higher education in America—regarding which 
I take the success of this book as an indicator—do not seem to admit 
of a college textbook in economics making some contribution to the 
problem beyond confidently assuring readers that it exists (backed up 
with criticisms which practically answer themselves) and that some- 
thing can be done about it. What I did say was that to talk about 
control without some intelligible reference to somebody in control of 
something, with means of putting his decisions into effect, is nonsense; 
and that I feel compelled to say again, for better or for worse. Again, I 
did not say anything about any “sinister” quality (““Comment,”’ p. 816) 
attaching to advocacy of outright control—in contrast with the process 
by which a democratically organized group enforces common rules of 
action among its members. What I said, or meant to say, was that 
anyone wishing to set up in America at this time, a “controller” for our 
economic life, with adequate means of enforcing his decisions, would do 
well to avoid the most literal formulation of his proposition if he hopes 
for a favorable response. This was just a personal opinion, but I find 
no evidence that Mr. Slichter disagrees with me regarding it. 

As a sample of the “economic analysis” of the “Comment,” I cannot 
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do better than to refer again, briefly, to the first sample I used in the 
review, dealt with in the “Comment” on page 818. What I was inter- 
ested in was less the inconsistency (which is real—and I did not say 
“contradiction”’) than the fallacy of both the positions compared. On 
the first point, there is no certainty that “skill” will command a pre- 
mium at all, under division of labor, unless expressly defined in 
relation to all the data of a given economic situation making up the 
demand and supply of every human quality—i.e., defined as whatever 
human qualities actually command a premium. On the second, I 
meant to refer to the argument which I attempted to indicate briefly 
in the clause, “‘unless they are also included in the organization’’; the 
implication of the text (Modern Economic Society, pp. 192-93) still 
seems to me to be that the inclusiveness of labor-unions affects their 
power to fix wages without supporting laborers in idleness or that it is 
a criticism of “‘modern economic society” that it does not systematical- 
ly do this. (Cf. also p. 354: “Trade unions, of course, are monopolies, 
or at least attempts to create monopolies.””) I submit that there is no 
greater wrong to laborers or to humanitarian progress than to encour- 
age the belief that general wages are determined by bargaining posi- 
tion, or can be substantially raised by organization, even if it possesses 
monopoly power, unless it is in a position to take over industry and 
operate it at least as efficiently as is done under competition, and to 
solve the problem of distribution in some arbitrary manner. 

One more point, if a minor one, on which the author has seen fit to 
make the reference personal. Much as I should be pleased to acknowl- 
edge such a compliment on the advance of my education, I must dis- 
pute categorically the statement (“(Comment,” p. 820) that “it is a 
sign of progress when Mr. Knight is willing to ask whether there may 
be some discrepancy between what consumers buy and their ‘real 
wants.’”’ This is really diverting, in view of the accusation to which I 
am accustomed, from “economists of Mr. [Slichter’s] school,” that Iam 
too much interested in ethics and social philosophy to be a “scientific”’ 
economist. But, personalities aside, it is “news” to me that any school 
of economists, or any individual, ever assumed that individual choices 
are perfect; it is the first complaint I remember of any dearth of criti- 
cism in that field. Again, the issue is far from the discussion. There 
has been, and must be, a question how far it is comparatively better 
social policy (I am aware of the redundancy but wish to be clear) to 
have individuals make their own choices in economic life and how far 
better to have them dictated—by anybody else who can be thought of 
in the position of dictating them. Even if it were proved (a) that some 
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specified individual would make these choices more wisely than the one 
affected, (6) that that particular individual would be the one to make 
them under some hypothetical political arrangement, and (c) that the 
said arrangement could be had by wishing for it—still the question 
would not at all be settled in favor of dictation. What I want from the 
preachers of control, and do not get in Modern Economic Society, in 
this “Comment,” or anywhere else, is something I can understand on 
the subject of who is to make the economic choices for the individual 
who admittedly makes them quite “imperfectly,” or how this choosing 
functionary is to be selected, and how the individual affected is to be 
brought to accept them; and, in general, what kind of (a) individuals 
and (6) social order the preachers are either assuming or working 
toward. 

In candor, I should say that this is largely a rhetorical question 
(having commented on Professor Slichter’s use of this device). I think 
I know well enough why the answers to such queries are missing. Some 
of the “controllists” have minds which never descend to the level of 
such “details,” and others are well aware that to notice them would 
create difficulties for their selling-talk for control, possibly even for the 
smooth-flowing cadence of their sentences. It is not hard, in our dis- 
illusioned, fault-finding world, to get a hearing for a well-worded dis- 
course on the theme that things are in an unideal state. It is unfortu- 
nately not so easy to analyze the situation into definite features or 
causes, and it is hard to propose remedies which will stand up under crit- 
icism or command general assent. But I would suggest that it might 
not turn out a harmless classroom entertainment to preach “control” 
in effective and moving language without real analysis of both the 
needs for change and the possibilities of improvement. And I am afraid 
that the possibility of getting a reputation as an economist and teacher 
of economics by doing it does not prove its constructive value. 

All the specific points mentioned in Professor Slichter’s “Comment,” 
or my review either, are trivial in comparison with the real issue—the 
abysmal difference between our conceptions of what constitutes valid, 
relevant, and useful social criticism. I do not think the readers of this 
Journal would be regaled by the pages of word-chopping necessary to 
take up any more of such points. Let me again repeat, to end this 
overlong “‘Rejoinder,”’ that in my mind it is all a mere difference of 
opinion, nothing either rare in economics or cosmically important. 
Nothing I have said, in the review or here, is to be taken as a con- 
demnation of anything. As a student, I am trying to understand the 
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phenomena of modern economic society, its textbooks in economics 
among the rest. It is a society based on “demand and supply,” in 
politics as in business, and in education as in both. If I might personal- 
ly incline to have “control” begin with or very soon arrive at the teach- 
ing of economics (with myself as controller), I am aware of the personal 
prejudice involved. In the absence of a workable-looking alternative, 
I assume that it is “comparatively better’ for textbooks to be selected 
by those who use them. I never meant to imply that my prejudices 
ought to have been consulted before this book was published or adopt- 
ed. Those who like it have found something they like, and the mutual 
pleasure of them and the author must be shared by every liberal spirit. 
And for the student of phenomena—his interest is identical whether 
he studies health or disease, and is perhaps rather enhanced by differ- 
ence of opinion as to which is which. 


FRANK H. KNIGHT 
UNIVERSITY OF CHICAGO 


A CONCLUDING WORD 


The editors of the Journal have kindly given me opportunity to 
reply to Mr. Knight’s “Rejoinder.’ As his remarks are in the main 
merely a reiteration of points to which I have already replied, I can 
be exceedingly brief. 

Mr. Knight asks “whether it means anything to speak of ‘people in 
general’ controlling ‘modern economic society,’ this consisting of the 
identical people in general, and the only occasion for control being the 
widespread and intricate clash of interests and opinions among the 
individual units.’”’ Certainly it means something to speak of all groups 
being prevented by ignorance of economics (and other sciences) from 
achieving compromises which would give all of them more of what they 
desire and less of what they do not desire. Likewise it means something 
to speak of “our” making progress in discovering the bases for such 
compromises. Consequently it means something to speak of “our” 
control of industry being imperfect and of becoming more perfect or 
complete. 

Mr. Knight finds fault because Modern Economic Society does not 
treat the problem of social control in the concrete aspects of “(a) a 
government exercising authority over individuals and groups, and (0) 
the same individuals and groups controlling the government.” The 
book does discuss in detail various methods by which the government 
and other organizations might exercise control over the economic ac- 
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tivities of individuals and groups. It does not discuss the problem of 
the community’s controlling the government nor does it discuss the 
governmental structure which would most satisfactorily give expres- 
sion to the opinions of individuals. These happen to be the key topics 
of political science, and a satisfactory discussion of them would require 
much space. Since my purpose was to write a book on economics rather 
than on political science, it seemed a sensible division of labor to limit 
my analysis to techniques of economic control and to leave the prob- 
lems of controlling the government to the political scientists. 

With respect to Mr. Knight’s denial that specialization necessarily 
tends to widen the spread between the wages of the skilled and those 
of the unskilled, it is, of course, true that specialization does not cause 
some kinds of ability to be worth more than others, but it is also true 
that only through specialization do the possessors of the more valuable 
kinds of ability gain the opportunity to sell those kinds all of the time 
and that others are compelled to sell only the less valuable kinds. Mr. 
Knight’s attempt to read unwarranted implications into my discussion 
of trade union admission policies requires no comment except that the 
problem of the unemployed members, which he says is ignored, is 
covered in detail on pages 370-71. 

Mr. Knight complains that he “cannot tell from Modern Economic 
Society what its author thinks is the matter with modern economic 
society.”” What I think is the matter or what I think should be done 
about it is not the issue. It is not the purpose of the book to present 
either an indictment or a program. What is important is to provide 
the reader with a sufficiently realistic analysis of economic processes 
that he can decide for himself what, if anything, he thinks is wrong and 
a sufficiently detailed analysis of techniques of control that he can de- 
cide what, if anything, 4e thinks should be done. 

A little later Mr. Knight says: “What I want from the preachers of 
control, and do not get in Modern Economic Society, in this ‘Com- 
ment,’ or anywhere else, is something that I can understand on the 
subject of who is to make the economic: choices for the individual 
who admittedly makes them quite ‘imperfectly,’...” The detailed 
analyses of techniques for accomplishing various types of control which 
occur throughout the book do not leave the position of the individual at 
all mysterious. Naturally his position varies according to the proce- 
dure that is proposed. In some cases it is proposed to help the individual 
make choices by giving him more complete and reliable information. 
In some cases, it is proposed to influence his decisions by intervening 
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in the market, as when a central bank sets a rediscount rate or engages 
in open market operations. The nature of the bodies which do the 
intervening is not mysterious. In still other cases, it is proposed to 
affect his choices by taxes. In other cases, it is proposed to affect his 
choices by altering the legal framework of rights and liabilities within 
which he makes his decisions. There is plenty of all this in Modern 
Economic Society and in many other discussions of economics. 

Mr. Knight’s rejoinder contains the following denial: “So far from 
asserting, as is stated with the use of quotation marks, that ‘all talk of 
social control is nonsense,’ I constantly emphasized that social control 
is my own main interest in economics, in which I am in agreement with 
the concluding remarks of the Comment.” But on page 458 of his origi- 
nal review he says: “If men are ‘free’ they are not subject to control 
other than their own, and, if there is no freedom, we are all alike under 
the absolute ‘control’ of physical causality, and all talk of social con- 
trol is nonsense.”’ That position I disputed and still dispute, and the 
reasons for my disagreement are expressed in the second paragraph of 
my “Comment.” 

SUMNER H. SLICHTER 


HARVARD GRADUATE SCHOOL OF 
BusINEss ADMINISTRATION 
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Tariffs: The Case Examined. By a Committee of Economists un- 
der the Chairmanship of Str WILLIAM BEVERIDGE. Members 
of the Committee: BENHAM, BEVERIDGE, BOWLEY, GREGORY, 
Hicxs, Layton, PLANT, RoBBins, SCHWARTZ. New York: 
Longmans Green & Co., 1931. Pp. xi+301. $2.00. 

This is the best and most up-to-date statement of the arguments for 
free trade that I have ever seen. It deals primarily with the English 
situation, but most arguments run in general terms or can be easily 
adapted to other circumstances. The style is lucid and the explanation 
scholarly and scientific, but at the same time popular, and it avoids en- 
tirely the simplifications and exaggerations which spoil so much of the 
popular free-trade literature. Of course, this makes the argument more 
complicated and it could be objected that it is therefore less fitted for 
propaganda purposes. I do not share this view. I think we have to 
recognize that there are protectionists who have refined somewhat their 
theories and that economic analysis as a whole has made great ad- 
vances since the last great battle for free trade has been fought in Eng- 
land. The free trader must take account of these changes. It is not 
permissible, e.g., to deny that a tariff might be beneficial for particular 
industries, and the authors are quite justified in admitting that under 
certain circumstances a tariff might be defensible, even from the point 
of view of the welfare of a country as a whole, on economic and other 
grounds. An absolute roo per cent doctrine of free trade is untenable 
and is apt to compromise not only the free-trade movement but also 
economic theory on which it rests. Even very crude arguments for pro- 
tection contain, sometimes, a tiny grain of truth, and although the 
practical man—very few theorists stand for protection—is never able 
to develop his ideas adequately, he has a vague feeling that the 100 
per cent free trader does not meet all conceivable objections. The tac- 
tics of this book, to show that the assumptions under which protection 
might be beneficial, although theoretically conceivable are highly arti- 
ficial and improbable, seem to me much more preferable than the ones 
usually adopted by free traders. 

The first chapter is entitled ‘From 1903 to 1931” and gives a short 
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sketch of the present economic situation in Great Britain as compared 
with the last preceding period when the fiscal problem was in the fore- 
ground. Chapters ii to iv contain an admirable statement of the prin- 
ciples which govern the mechanism of international trade. In the fol- 
lowing chapters the various arguments for protection are reviewed and 
criticized. Especially interesting also for the trained economist are 
chapters v and vi, on “Protection and Unemployment” and “Tariffs 
as Instruments of International Equilibrium.” The latter deals with 
Mr. Keynes’s idea to use tariffs as an alternative for wage reductions. 
The book deals not only with the strictly economic aspects but also 
with questions of administrative technique. See, e.g., the chapter on 
“Tariff Making in Practice” (by Professor Plant and Mr. Benham) and 
“Quotas and Import Boards” (by Mr. Hicks). 

The book was finished before England went off the gold standard. 
But in an Epilogue it is shown that the case for free trade is now even 
stronger than it was before, because Mr. Keyne’s proposal to use tariffs 
to restore international equilibrium — if there was something in it at all 
—has lost its basis entirely, as it was conceived only as an alternative 
for devaluation or wage reduction. 

This report appeared shortly before England went protectionist. It 
could not turn the tide, but it will certainly much contribute toward a 
revival of the free-trade movement. It ought to find a wide circulation 
also in the United States, although the tariff controversy there—as 
well as on the Continent of Europe—is not so much concerned with 
such theoretical subtleties as, e.g., those of Mr. Keynes, but with some- 
what cruder and simpler fallacies. 


GOTTFRIED HABERLER 
UNIVERSITY OF VIENNA 


Borsenkredit, Industriekredit und Kapitalbildung. By Fritz 
Macuuvp. Vienna: Verlag von Julius Springer, 1931. Pp. xii 
+220. 

This study of “Stock-Market Credit, Industrial Credit, and Capital 
Formation” had its origin in, and therefore devotes the major part of 
its attention to, the question as to the part which a stock-exchange 
boom plays in the use and direction of credit. It is recommended, first 
of all, to those who wish to test their theories with respect to the “‘ab- 
sorption” of credit by the stock market. It is recommended also as an 
irritant to all those who, impressed by the horrors of deflation, would 
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in all circumstances prefer a policy which, though it might err, would 
at any rate err on the side of inflation. The author-of this book cer- 
tainly cannot be accused of sympathy with such a view. 

Nor, quite clearly, are the sympathies of the author with the violent 
opponents of that specific type of credit which takes the form of loans 
to the stock market, on the ground that such loans may restrict the 
amount of credit available for non-speculative borrowers from com- 
mercial banks. Yet his conclusions are not likely to be greeted with 
unqualified enthusiasm by the more extreme supporters of the theory 
that the stock market is a “sieve and not a sponge.” The main argu- 
ments of those who do believe in the possibility of an “absorption”’ of 
credit by the stock market—even though, inevitably, these arguments 
are given a weighting and a setting consistent with the author’s essen- 
tially “friendly” attitude to stock-market credits—are at least recog- 
nized. Witness, for example, the author’s discussion of the possibility 
of a repeated use of funds in the purchase of securities—“‘chain-trading”’ 
(Kettenhandel) in securities, as the author calls it (pp. 46 ff.); also his 
recognition, at least by implication (pp. 92, 211) of the fact that stock- 
market speculation (at any rate, when engaged in by “outsiders”) may 
require the holding of cash balances which, if they are considerable in 
aggregate amount, might, since they could represent a net addition to 
the sum total of bank deposits, ultimately tighten the credit situation 
by putting a strain on bank reserves. 

Unquestionably, writers less “friendly” to the stock market than the 
author would object to the manner in which, by pointing out offsetting 
considerations, and by the general distribution of his emphasis, the 
author might seem to be qualifying these admissions out of all signifi- 
cance. They might object also to his failure to deal with other possi- 
bilities which are relevant to the problem of stock-market “absorption” 
of credit. They would criticize, for example, his tacit assumption that 
the “new issues” of stock which may be expected during a boom period 
will be stocks of industrial borrowers (pp. 50 ff.) instead of being, as 
they were to a considerable extent in America in 1929, the securities of 
investment trusts and trading companies. They would object to his 
failure to deal with the probability that such speculators’ cash balances 
as exist are especially likely to be lent, not to industry, but to specu- 
lators—partly because of the well-known feeling of loan “obligation”’ of 
banks to their depositors and partly because of the probability that the 
demonstrated high turnover of speculators’ balances may make them 
unfit for employment in any other than “demand” loans of the stock- 
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market type. The fact remains, however, that the author does recog- 
nize the possibility of a temporary “tying-up” (Bindung) of funds in the 
stock market (pp. 97 ff., 211), and therefore the possibility of a raising 
of interest rates to direct short-term commercial-bank borrowers (pp. 
198 ff.). Quarrels with respect to emphasis are, after all, a less serious 
bar to the progress of economic theory than the refusal to admit certain 
demonstrated theoretical possibilities. 

The principal reason why the author, despite his essentially “friend- 
ly” attitude toward stock-market loans, feels prepared to admit that 
the stock market may temporarily absorb credit is that he regards these 
credits as necessarily “inflationary,”’ so that stock-market “absorp- 
tion,” instead of having a “deflationary” effect on business, merely has 
an “inflation-absorbing” effect (pp. 97 ff.). It is in connection with the 
author’s arguments with respect to the supposedly “inflationary” effect 
of a large part of banking operations which most other writers would 
regard as harmless—witness, for example, his insistence that the lend- 
ing of temporarily idle cash balances (Kasseniiberschiisse) necessarily 
has an “inflationary” effect (pp. 150 ff., 155 ff., 162 ff., 169)—that, as the 
author himself recognizes in a passage which has something of an air of 
resigned martyrdom (pp. 214 ff.), most of his conclusions will meet 
violent opposition. With much of this opposition the reviewer will find 
himself in sympathy, chiefly because he regards as unsatisfactory the 
author’s treatment of the issues involved in any attempt to define the 
nature and criteria of “inflation” (e.g., p. 169). Yet in these days, 
which are witnessing a much less intelligent adulation of “‘inflation”’ in 
various forms at the hands of writers who have not themselves ade- 
quately analyzed the implications of their argument, one remembers 
Adam Smith’s simile of the “bent bow,” and is silent. It is enough 
praise of this book to say that the reviewer has read very few books in 
the past few years which have, from the opening to the closing pages, 
irritated him so consistently to an attitude of protest which he feels is 


good for his soul. 
ARTHUR W. MARGET 


UNIVERSITY OF MINNESOTA 


Concentration of Control in American Indusiry. By Harry W. 
Lamw_eR. New York: Thomas Y. Crowell Co., 1931. Pp. xvi+ 
501. $3.75. 

This is avowedly and actually a book of facts (cf. pp. viii and 465). 

Of the 465 pages of text, all but 60 consist of a narrative of concrete de- 
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velopments in various fields of industry. Another 30 pages is devoted 
to a brief sketch of legal controls, so that only 30 pages are left for in- 
terpretation and analysis. But like most fact-assemblers, Mr. Laidler 
makes his report of conditions found do the double service of descrip- 
tion and interpretation. Perhaps it could not be or should not be 
otherwise. Still it is a fact. And it is one of the facts which the pro- 
fessional fact-grubbers are least likely to report. Indeed, it is seldom 
acknowledged, and this book offers no exception in this respect. 

The author sets out to give “‘a close-up picture of the extent of con- 
centration in each field” of American business. The purpose is not to 
give an accurate account of industrial organization in the various 
branches of the national economy, but to discover and depict how far 
one particular tendency in industrial organization has exhibited itself 
in practice. There is a certain bias in the “facts” portrayed toward the 
establishment of the “‘fact”’ of a decided trend toward concentration 
quite generally throughout the American economic scene. Moreover, 
if the reader is careful to look for such “facts” amid the imposing array 
of “dollar facts” and “ton facts,” he will discover that this concentra- 
tion tendency is nowhere very clearly defined. Sometimes, indeed one 
may say usually, it seems to be conceived in terms of ownership con- 
centration, despite the book’s title. Again it appears in the guise of 
control concentration. In still other passages it seems to signify noth- 
ing more than output concentration. But in whatever garb it is 
clothed, its essential core is never effectually concealed. It is quite 
plainly monopoly which lies in the background of Mr. Laidler’s mind 
and in the forefront of his quest. 

If economists, or for that matter publicists, are still preoccupied 
with the menace of monopoly, there is really no good reason why they 
should not attempt to track the beast to his lair, and if they find him 
proclaim with a horrendous shout their discovery, so that all the faithful 
hunters may gather round to see how fierce is the quarry and to lay 
plans for dispatching him safely—provided he does not escape. It is an 
exciting chase, and it is not to be wondered at, therefore, that it still 
attracts many devotees. Professor Fetter in his recent book revealed 
himself a crafty hunter. Mr. Laidler is a hunter no less relentless and 
indefatigable, but his method is not so artful. Indeed, one would hard- 
ly be doing him an injustice to say that it was artless. He simply “fol- 
lows his nose,”’ and wherever he picks up the scent of bigness he is off 
at full cry. 

But even if the method is direct and artless, one is entitled to expect 
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that it will be followed painstakingly. A list of a few of the specific 
grounds for criticism will be more persuasive, we think, of the measure 
in which this standard is realized than a like space devoted to personal 
impressions of the reviewer. On page 30 the oil industry is an “unregu- 
lated, private monopoly,” but on page 35, in connection with the dis- 
cussion of waste, we find the industry operating “under competitive 
conditions.” On page 71 the Raritan Copper Works is wrongly listed 
as an independent refinery; and in this industry, moreover, it is stated 
“keen competition still exists between American producers and be- 
tween American and foreign producers.”’ Repeatedly, as on pages 49, 
73, 92, 117, 180, 218, 220, 232, 239, 249, 301, and at many other 
points, there are statements setting “‘assets,”’ “resources,” or “capital’”’ 
over against “profits,” “net earnings,” or “net income” with no at- 
tempt to explain these terms. Nor is any effort made to bring out the 
precise significance (if any) of the comparisons so plainly invited. In 
discussing railroad consolidation the statement is made that the Trans- 
portation Act of 1920 “exempted the railroads from the anti-trust 
laws”’ (p. 122), although elsewhere proper qualifications are introduced. 
And in this same connection no distinction is drawn between competing 
lines and connecting lines (e.g., p. 119). On page 157 the Federal Trade 
Commission is made to appear as the repository of authority for grant- 
ing water-power rights. Perhaps this is an excusable error trace- 
able to bad proofreading, but, if so, similar mistakes appear too fre- 
quently to be readily excused—as, for example, referring twice to the 
Industrial Commission (1900) as the Industrial Relations Committee 
(sic) (1915) (pp. 244, 245). On page 248 is shown a table giving data 
upon assets, sales, and operating income of twelve shoe companies, but 
no period is specified. Though the publishing industry is otherwise ex- 
tensively surveyed in chapter xiv, no mention is made of the book 
branch of the industry. The one branch of the paper industry which is 
tightly controlled, waxed or paraffin paper, is also overlooked. The fol- 
lowing information is confided on the clothing industry: “In the sup- 
plying of clothing, Hart Schaffner and Marx is of outstanding impor- 
tance” (p. 246). Not another word is added to this illuminating state- 
ment. Reference to the prosperity-time bankruptcy of the Virginia- 
Carolina Chemical Company is sedulously avoided (p. 310). In de- 
scribing the paint and varnish industry (p. 311) no mention is made of 
Sherwin-Williams, Glidden, or Pitcairn. Two sentences suffice to dis- 
pose of the American Can Company, and one line is sufficient for East- 
man Kodak Company (p. 312). Apparently indifferent to the results 
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of recent research by specialists in mercantile organization, the author 
states (p. 369) that “the reason for the great strides taken by these stores 
[five and ten] lies, as in the grocery chains, in their very considerable 
buying advantages.” In discussing the salt industry, the International 
Salt Company is described as the colossus of the trade (p. 241), and no 
mention is made of the Morton Salt Company. This list of errors of 
commission and omission might be extended, but it would be a tire- 
some and pointless essay. 

Enough for criticism, if not more than enough. By way of recogni- 
tion of the author’s positive achievements and of the difficulties he 
faced, it should be said first of all that Mr. Laidler’s conception of the 
scope of the study entitles him to commendation. He is aware, as few 
previous American writers upon industrial concentration have been 
aware, of the essential unity of the problem in all branches of the 
national economic life. The issues of economic policy presented by the 
combination-into-larger-units tendency are fundamentally identical in 
all the major fields of productive activity. And where and in so far as 
they are not identical, the significant differences and the grounds of 
distinction cannot adequately be grasped save by direct comparison 
within the confines of a comprehensive survey. 

Realizing all this, Mr. Laidler passes in review successively the 
natural-resource industries; the public utilities; the automobile, tobac- 
co, food, clothing, entertainment, publishing, equipment, and chemical 
industries as representative of manufactures; and, finally, finance, 
marketing, and agriculture. It isa wide panorama and the recognizance 
was sorely needed. We have had no report of a Balfour Committee on 
Trade and Industry in this country for decades, much less such a 
masterly economo-graphic map as the Erzeugungs und Absatzbeding- 
ungen der deutschen Wirtschaft. It would perhaps be fatuous to expect 
from any private investigator a survey approaching these in thorough- 
ness and precision. But Mr. Laidler’s effort does match these in com- 
prehensiveness, and that in itself is an achievement. 

Furthermore, the reviewer would be the first to acknowledge that 
the task of making such a survey at all, whether wide or narrow in 
compass, is rendered almost impossible by the paucity of reliable in- 
formation upon the more vital aspects of industrial organization. There 
simply are not available for the great majority of industries such essen- 
tial facts as the number of producers, their capacities or quantities of 
output, their settled trade relations, their intercorporate (proprietary) 
relations, their price policies, and the like. In default of such informa- 
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tion one must rely upon occasional reports of administrative commis- 
sions, of legislative investigations, of monographic studies, and, it must 
shamefacedly be admitted, of investors’ statistical services. But the 
reviewer maintains that in this situation especially is it incumbent 
upon those who conduct economic research to assemble and sift their 
data with the most painstaking care. In sum, not until this book is re- 
written (1) from a new point of view and (2) with a more scrupulous 
regard for professional standards of scientific method will Mr. Laidler 


have done his subject and himself justice. 
Myron W. WarTKINS 


New York UNIVERSITY 


John Jacob Astor, Business Man. By KENNETH WIGGINS PorTER, 
“Harvard Studies in Business History,” Vols. I and II. Cam- 
bridge: Harvard University Press, 1931. Pp. xxvii+xiii+1353. 
$10. 

As a first work in a series which, according to Professor Gras, the 
editor, “may do something to give business a better perspective, and 
to help in restoring the balance of emphasis upon public economy, 
which could, of course, have no existence without private economy,” 
this study is of the first importance to all students of economic history. 
It would be difficult to imagine a more exhaustive treatment. To scan 
the abundant footnotes and to glance through about four hundred 
pages of documents drawn from widely scattered sources is to ap- 
preciate the character of the support which has been given the author 
in the publication of these volumes. The business activities of Astor 
are traced from the date of his arrival in New York in 1784, in connec- 
tion with the fur trade as it was conducted in the interior, at Astoria, 
and in the Northwest, and in the markets of Europe and China, in- 
vestments in land in Canada, New York state, and elsewhere, and 
finally on Manhattan Island; general merchandising in the commodi- 
ties of Europe, the Orient, and the United States; loans and exchange 
during the War of 1812; and, finally, with the coming of old age, insur- 
ance, banks, theaters, hotels, canals, railroads, and public securities. 
Each of these activities is described in great detail and the whole 
marshaled and arranged to emphasize the relative significance of the 
various interests at different stages of Astor’s career. As a result the 
author has produced what is on the whole an accurate, exhaustive, and 
unbiased work with little evidence of succumbing to the vices of sup- 
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pressio veri and suggestio falsi which characterized a few of the activi- 
ties of his subject. He concludes that “it is doubtful whether in the 
art of buying and selling he has ever been approached, much less 
surpassed.” 

In view of the warning of the editor that the author has attempted 
only to place “all the cards on the table” and that “the next student to 
deal with the subject can begin where Mr. Porter has left off,” and of 
his suggestions as to lines which may be followed, it is perhaps unfair to 
ask for more than has been given. On the other hand, since this is the 
first of a series, and since it is “an effort at a restoration of balance in 
the field of social philosophy,” one may be pardoned for raising certain 
questions. 

Astor served a long apprenticeship before he became the great 
peddler, and the growth of his organization is of fascinating interest. 
Mr. Porter has emphasized the importance of his judgment of men, for 
example, in the appointment of captains, as a key to his success in 
expanding trade based on sailing vessels, but the success which re- 
warded his close supervision over a number of sailing vessels carrying a 
wide variety of goods and calling at a large number of ports contrasts 
sharply with his failure at Astoria. The contrast is particularly inter- 
esting in relation to the success of the Northwest Company, his op- 
ponent at Astoria, and later of the Hudson’s Bay Company, and, in- 
deed, of his own company, the American Fur Company. Astor was 
successful in organizing water transport and eventually land transport, 
and in reaping his reward from this combination, but his failure at 
Astoria was an indication of the limitations of the individual in organ- 
izing the fur trade in distant localities. 

Again it is significant that Astor began life as a butcher’s son and 
that he arrived in New York probably with a knowledge of the special 
technique of handling skins, and possibly with an appreciation of the 
importance of Germany and London as markets for furs. It was in the 
handling of skins, muskrat, deer, and buffalo, or in staple and coarse 
furs, that his success was apparently conspicuous. In confining his 
business to luxury products it was possible for him to become thorough- 
ly familiar with the limited markets, and to reap substantial profits 
through his ability to capitalize monopoly situations. The extent of his 
markets, ranging from the United States to the Orient and Europe for 
furs and manufactured goods, his concentration on metropolitan areas 
for the disposal of his commodities, and the size of the unit, namely, 
the sailing vessel, were all factors contributing to his success. He cap- 
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italized and extended the experience of Boston in the fur and tea trades 
to the Pacific Coast and the Orient, and gained through the rapid 
growth of New York and the improvement of its routes to the hinter- 
land. Finally, Astor was in a position to take advantage of govern- 
ment support at various stages, and he was fortunate in having a large 
family and a capable son, William B. Astor. 

It is not intended to belittle Astor’s success or Mr. Porter’s work, 
but “the next student” will be forced to consider the conditions under 
which individual enterprise was so conspicuously successful before he 
can properly estimate the value of the study in connection with an 
attempt to stress the importance of private economy. He will be 
obliged to stress the important studies on related developments, such 
as, for example, Morrison’s Maritime History of Massachusetts. Unless 
sufficient attention is given to these broader aspects of economic de- 
velopment, the dangers of work similar to that of Mr. Porter may be- 
come serious. Already mathematics and quantitative studies have 
gone far in contributing to the mechanization of economics. Economic 
history will find the card catalogue just around the corner. One cannot 
ask more or pay a higher tribute to these volumes than to suggest that 
Mr. Porter should be that “‘next student” and present us with a third 
volume of conclusions as to what the cards mean. 

H. A. INNIs 


UNIVERSITY OF TORONTO 


English Trade in the Middle Ages. By L. F. SAtzMan. Oxford: 

Clarendon Press, 1931. Pp. xii+464. $4.50. 

This book is described by the author as a sequel to his English 
Industries of the Middle Ages. Like its predecessor, it is frankly a series 
of essays on various subjects, knit as closely together as possible but 
making no pretense of completeness. Nearly a hundred illustrations 
enhance the interest and instructiveness of an account which is very 
easy reading, considering the amount of factual material. Both text 
and illustrations show a detailed acquaintance with original sources. 
The general result is an amazingly smooth tissue woven from concrete 
examples. While it is a sterling book which can be recommended to 
practically all students for their profit and pleasure, certain weaknesses 
are inherent in the foregoing method of writing briefly, and in com- 
partments largely independent of time sequence, on this complicated 
subject. 
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The period from the Norman Conquest to the fall of Calais in 1558 
is so long that non-historical chapters on such subjects as credit, mar- 
kets, fairs, and various leading commodities of trade tend to cover a 
great deal of change without satisfactorily explaining it. Moreover, 
the treatment of “the tools of trade” separately from its “centers,” 
and of distribution separately from the commodities distributed, makes 
it difficult to get a picture of economic society as a “going concern.” 
In the chapters on foreign commerce there is a great deal of material 
on markets and sources abroad, with emphasis on the “Northern” 
and “Mediterranean” countries. The arrangement of the work tends 
to obscure both local trade in England and the changing position of 
that country in the economic and financial structure of Europe as a 
whole. Trade is largely governed by ideas and conventions—“princi- 
ples,” some prefer to call them—which are not the exclusive property 
of economic history. This social and intellectual background of eco- 
nomic life is largely left out, including the medieval church. Moreover, 
the church was a specific and material factor, as well as a general and 
social one, in a territorial expansion of the European culture inherited 
from the Roman period. If the expression, “the Middle Ages,” is to 
mean much in economic history, it must describe that internal, north- 
ward “expansion of Europe,” down to the period when the society in- 
volved burst its Continental bounds and spread over the earth. This 
movement in time and space is so essentially historical that any other 
than a historical mode of treatment must cloud the social synthesis 
which is the central fact. 

Nevertheless, the book is a mine of reliable information. Nor is it 
without a firm and definite structure, however much some readers 
might prefer another one, lending itself to different peculiarities of em- 
phasis and omission. Students will find this work invaluable as collat- 
eral reading; and it is perhaps as safe as any other one type of treatise 


to put into the hands of the novice. 
M. M. Knicut 


UNIVERSITY OF CALIFORNIA 


Restriction of Output among Unorganized Workers. By SAMUEL B. 
MATHEWSON, ef al. New York: Viking Press, 1931. Pp. x+212. 
$3.00. 

It has long been known that restriction of output is widely practiced 
among unorganized as well as organized workers, and there has also 
been a general understanding of why restriction occurs. An important 
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part of the work of F. W. Taylor consisted in pointing out the reasons 
for “soldiering,” and time study was developed for the specific purpose 
of overcoming limitation of production. Consequently, one must dis- 
sent from Mr. Mathewson’s assertion that “even scholarly writers on 
trade unionism and industrial relations have been wont to assume that 
restriction is a distinctive policy of organized labor which is rarely fol- 
lowed among unorganized workers.’”’ Nothing is more familiar to every 
student of labor problems than the ancient habit of limiting production 
to avoid short time, lay-offs, or cuts in piece rates. It is true, however, 
as Dr. Leiserson points out in a supplementary chapter, that Mr. 
Mathewson’s book is the first comprehensive and systematic study of 
restriction by non-union workers, and this makes it an important addi- 
tion to the literature of industrial relations. It presents 223 instances of 
restriction gathered, with the help of field assistants, from 105 estab- 
lishments in 39 industries. The first two-thirds of the book consists of 
brief thumb-nail sketches of these cases of restriction. The last third 
consists of interpretations and conclusions—the explanations of Mr. 
Mathewson himself, and excellent supplementary chapters by W. M. 
Leiserson, Henry S. Dennison, and Arthur E. Morgan. 

The method of thumb-nail sketches adds enormously to the interest 
and vividness of the presentation. Two of the best chapters are those 
on “ ‘Boss-ordered’ Restriction” and “The Time Study Man and 
Restriction.”” Mr. Mathewson distinguishes between boss-ordered re- 
striction and restriction to avoid rate cuts. This distinction is not mis- 
leading provided the reader is clearly aware that the two kinds of lim- 
itation blend into each other. When department heads set rates, they 
often seek to cover up mistakes by discouraging men from speeding. 
The threat of rate cuts is the principal weapon used. But the workers 
usually know that, if they exceed certain earnings, they are in danger of 
being cut, and they voluntarily hold back. Consequently, there is often 
no real distinction between limitation to avoid rate-cutting and “boss- 
ordered” restriction. The readiness of department heads to connive at 
restriction is one reason why it is advantageous to establish rate-setting 
departments. The chapter on fooling the time-study man is excellent, 
but it is likely to create the impression that the worker is always trying 
to fool the time-study man. As a matter of fact, many workers con- 
sciously or unconsciously speed up under observation. Sometimes it is 
pride, sometimes it is fear, sometimes it is nervousness. The psy- 
chology of this speeding is not well understood and an investigation of 
it would be helpful. 
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Books on restriction of output necessarily raise the question: What 
is restriction? It seems to be taken for granted that manual workers 
should be busy every minute of the day and should work as fast as they 
can without exhausting themselves. If a man lays twelve hundred 
bricks when he might lay fifteen hundred, that is limiting output. No 
one thinks of applying the same moral standard to executives. For 
them, it is perfectly permissible to stop for ten or fifteen minutes every 
now and then to engage in conversation. The executive does not hesi- 
tate to pick up the telephone during working hours and make social 
engagements. He stops and reads the newspaper, he quits early to 
play golf or squash, he may take two hours out at noon. And yet none 
of these practices counts as restriction. The truth of the matter is that 
human beings are not made to labor strenuously without a break, as 
they are compelled to do in modern factories, and when they are ex- 
ecutives or when they work for themselves, they usually go at a moder- 
ate pace—unless they are pressed by desperate competition. 

The whole issue of restriction is being rendered more acute by the 
shortening of the working day. Certainly the man who works six or 
eight hours a day is entitled to reserve a generous amount of energy for 
his own consumption after working hours. He cannot reasonably be 
expected to burn himself up so completely between the blowings of the 
whistle that, when he reaches home, he is good for nothing except to 
fall asleep over the evening paper. What is a reasonable amount of 
energy to sell to his employer and what is a reasonable amount to keep 
for his own consumption? This question will never admit a hard-and- 
fast answer, but, in order to have a basis for opinions, we need physio- 
logical measures of fatigue which will enable us to relate the pace of 
work to the length of working life and to know how much men can do 
in the long run without injuring their health. That is why the econo- 
mist’s studies of restriction very much need to be supplemented by 
investigations by physiologists. 

SUMNER H. SLICHTER 
HARVARD UNIVERSITY 


The Balance of Births and Deaths. Vol. II, Eastern and Southern 
Europe. By RoBert R. Kuczynski. Washington: Institute of 
Economics of the Brookings Institution, 1931. Pp. xii+170. 
$2.00. 

This volume is a continuation of the study of the balance of births 
and deaths, of which the first volume dealt with Western and North- 
ern Europe. It presents, in the same clear and understandable form 














BOOK REVIEWS 841 


as the earlier study, the effects of falling birth-rate and falling mortal- 
ity rates on population trends in the countries of Eastern and Southern 
Europe. 

The field of the present volume includes countries in which birth 
statistics are much less well developed than in those of Northern 
Europe. The countries covered are: Russia in Eastern Europe; Bul- 
garia, Rumania, and Yugoslavia in Southeastern Europe; Austria, 
Hungary, Czechoslovakia, Poland, Estonia, Latvia, and Lithuania in 
Central Europe; and Italy, Portugal, and Spain in Southern Europe, 
Each region and each country is dealt with separately. The status of 
birth registration is appraised both for pre-war and post-war periods. 
For each country analysis of the balance of births and deaths is, of 
course, limited to periods for which birth statistics are reasonably 
satisfactory. A summarizing chapter brings together the conclusions of 
each section. 

It will be remembered that Volume I showed that the fall in the 
birth-rate in Northern and Western Europe had extended to such a 
point that the net reproduction-rate, or the average number of future 
mothers born to each mother, was less than 1.00 (.93); in other words, 
that the population was not fully reproducing itself. 

In all the countries covered in the present volume, except Russia, the 
net reproduction-rates show decreases. In Russia, the net reproduc- 
tion-rate in 1926-27 was 1.7, or slightly higher than in 1896-97 when 
it was 1.65. In spite of a decrease in the average number of children 
born to women of child-bearing ages, there was a slight gain in the net 
reproduction-rate due to a decrease in mortality, In Bulgaria the net 
reproduction-rate decreased from 1.88 in 1901-05 to 1.29 in 1929. 
Poland (1927) had a net reproduction-rate of 1.3; Czechoslovakia 
(1929) about 1.3; Hungary (1930) 1.2—a decrease from 1.45 in 1900- 
1901. In Italy the net reproduction-rate was 1.4 (1921-22). 

In four areas, all in Central Europe, the rate was less than sufficient 
to maintain population: in Austria (1928) only .78; in the western 
provinces of Czechoslovakia .95; in Estonia (1929) .66; and in Latvia 
(1929) .go. 

The extensive statistical Appendixes give not only the data for birth 
and fertility rates for all ages and for separate age-of-mother groups, 
but also include valuable comments on the quality of the data, methods 
of collection, and territorial changes affecting the various countries. 

ROBERT M. WoopBuRY 


SociaL ScrENCE ABSTRACTS 
CoL_umBIA UNIVERSITY 
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The History of Trade Union Organization in the North Stafford- 
shire Potteries. By W.H. Warsurton. (Introduction by R. H. 
Tawney.) London: George Allen & Unwin, Ltd., 1931. Pp. 
288. 10s. 6d. 

The reader of this book will have an added thrill of pleasure if he 
has read Arnold Bennett’s stories of the “Five Towns.” Mr. Warbur- 
ton commands a vivid and compelling style. A potter, a trade union- 
ist, and a scholar, he knows whereof he speaks. From the point of view 
of both content and form his book leaves little to be desired. It is well 
documented and much early source material is included in the Ap- 
pendix. 

Against a background of the geography of the Staffordshire area, the 
religious and other prejudices of the inhabitants, and the growth of 
the pottery industry, Mr. Warburton paints the efforts of the workers 
to build up an organization strong enough to negotiate on equal terms 
with employers. The struggles from 1825 down to the organization in 
1919 of the powerful National Society of Pottery Workers, with a mem- 
bership of 48,000, are covered in such a way as to furnish a gripping 
picture of one phase of the labor movement in the nineteenth century. 

Mr. Warburton describes that part of North Staffordshire known as 
“The Potteries”; the isolation and individualism of “The Potteries”’; 
and the “peasant character’’ of the North Staffordshire pottery indus- 
try with its contracting of women and children by men potters, its lack 
of discipline, and its antiquated customs of “trucking,” “annual hir- 
ing,” “good from oven,” and other practices peculiar to this industry. 
He describes impressively the short-sighted exploitation of women and 
children by the potters themselves, which resulted in an increasingly 
serious problem when women later competed with men instead of work- 
ing as contract laborers under them. “By their selfish short-sighted 
policy,” Mr. Warburton claims, “men made of women much more seri- 
ous and unscrupulous competitors than they would otherwise have 
been.” 

Only a few of the interesting features of this book can here be men- 
tioned. The strikes of 1834 and 1836 are ably dealt with. The opposi- 
tion to the introduction of machinery, the potters’ connections with the 
Chartist movement, the rioting and incendiarism due to the stopping 
of work in the coal and pottery industries in 1842 are vividly de- 
scribed. So, also, are the emigration schemes of ““The Potters’ Emigra- 
tion Society,” co-operative projects, the growing importance of the 
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idea of arbitration, and the radical changes in the manufacturing proc- 
esses of the industry owing to the development of the use of mechanical 
power. The era of 1870-1914 is one marked by increasingly keen com- 
petition. In 1880 an attempt was made to set prices by agreement, but 
the list was scarcely adopted before many manufacturers, pretending to 
adhere to it, were again underselling their fellow-employers. The anxi- 
ety of the pottery workers to check unfair competition among their 
masters is quite understandable when one observes the relationship be- 
tween selling prices and wages in the industry during the nineteenth 
century. 

Mr. Warburton not only describes the processes and technicalities 
of the pottery industry in language the layman can understand, but he 
goes into some of the phases of management and working conditions. 
He attributes much of the waste and unprogressiveness of many fac- 
tories in the nineteenth century to the fact that the majority of the 
manufacturers had very recently risen from the ranks. 

The final chapter, entitled “Today,” describes war and post-war 
conditions in the pottery industry. During the war manufacturers in 
this industry not only did not frown upon trade unions but often en- 
couraged their workers to join them. The organization of the Pottery 
Joint Industrial Council, the pioneer experiment in line with the ““Whit- 
ley Report,” is described. Then follows a description of the beginning 
of the depression in 1921 and the effect of the coal dispute on the Pot- 
ters’ Union, which had to pay out about $300,000 in out-of-work bene- 
fits. Most significant of all is the description of the eradication of old 
skills and consequent mobility within the industry because of changes 
in manufacturing processes. Mr. Warburton says, “It probably is more 
than coincidence that the lowering of craft barriers was accompanied 
by the coming together of all potters into one union.” This union was 
the National Society of Pottery Workers. Likewise, the individualism 
of employers was supplanted by their combination in the British Pot- 
tery Manufacturers’ Association, and the present tendency is toward 
further combination. The author considers the “safeguarding” of the 
English porcelain manufacture to be illustrative of the downfall of 
individualism in the pottery industry. Scientific management methods 
in production are introduced but, as in the United States, efficient 
methods of setting prices and marketing are relatively neglected. 

The author ends his excellent treatise with, “The expressed policy 
of the organized potters is on the side of regulation and efficiency,” 
adding, “It is in a well-managed industry, by whomsoever owned or 
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controlled, that the Potters’ Union will be best able to fulfill its pur- 
pose.” This demand on the part of workers that management be effi- 
cient is one of the significant developments of this century. The intro- 
duction of scientific management has slowly but surely demonstrated 
to them that their prosperity is closely related to industrial organiza- 
tion and policy upon which wages and hours and working conditions 
depend. Mr. Tawney, in the introduction to Mr. Warburton’s book, 
says that the recognition of the importance of efficient management in- 
volves a change in union policy which involves, in its turn, that unions 
“will find themselves obliged to equip themselves more systematically 
than is always at present the case, for dealing with the technical and 
commercial questions on which in the future it will be necessary for 
them to possess an informed opinion.’”’ He adds that the National Soci- 
ety of Pottery Workers is qualified, “in an unusual degree, for acting 


as a pioneer in the inevitable transition.” 
Mary B. GItson 


UNIVERSITY OF CHICAGO 


The Quest for Social Justice, 1898-1914. By Haroip U. 
FAULKNER. New York: Macmillan Co., 1931. Pp. xvii+390. 
$4.00. 

The Quest for Social Justice is the seventh to be completed in the 
twelve-volume “History of American Life” edited by Dixon R. Fox and 
Arthur M. Schlesinger, a series designed to provide an inclusive so- 
cial history of the United States from the earliest settlements to the 
present time. Written by Harold U. Faulkner, well known for his work 
in the field of American economic history, the volume under review 
covers the period from 1898 to 1914. Its title no doubt is intended to 
suggest the dominant trend of those years, characterized in the Edi- 
tors’ Foreword as the era in which “a Hamiltonian exertion of govern- 
mertal power had become necessary in order to restore Jeffersonian 
conditions of equal opportunity.” 

Mr. Faulkner’s book contains a number of excellent chapters dealing 
with economic and political developments. In “Big Business Grows 
Bigger”’ he paints with a sure hand the growth of trusts, the last great 
battles between rival railroad systems, and the concentration of power 
in the hands of the financial oligarchy. ‘“The Labor World” is an effec- 
tive presentation of the growth of labor organizations during these 
years; but in a scant four pages “The Quest for Social Justice” can 
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scarcely deal adequately with one of its most important manifestations, 
the amazing speed with which legislation for the protection of labor 
swept the country during this period. ““The Decline of Laissez Faire” 
is an adequate description of the extension of government interference 
with private enterprise, the enactment of the Federal Reserve Act, the 
Clayton Act, etc., and their counterparts in state legislation. The part 
played by the “‘muckrakers” is effectively set forth, and it is good to be 
reminded of the excited public response to their exposures. ‘““The New 
Democracy,” with its story of the movement to restore government to 
the people through the direct primary, the initiative and referendum, 
and the direct election of United States senators, catches even better 
the spirit of these reforms and re-creates the high hopes which they 
engendered. More than any other, this chapter makes us realize how 
greatly our attitude toward political reforms has changed since the 
period of which Faulkner writes. In those years reformers were confi- 
dent that devices to enable the majority to express their will would 
almost automatically produce government action serving the real needs 
of the people. Today this confidence in mere devices seems strangely 
naive. The final chapter, ““The New Frontier,” is an excellent succinct 
narrative of our imperialistic activities in Latin America and elsewhere. 

But not more than half of Mr. Faulkner’s book is devoted to political 
and economic events. It is the other half, dealing with science, religion, 
culture, sport, etc., which presumably gives this volume of history its 
distinctively “‘social’’ character. And it is this half which to the present 
reviewer proves disappointing. Probably social history is harder to 
write than any other kind. It must eschew the obvious drama of events 
which lie, as it were, ready to hand. The men commonly hailed as great 
it must dismiss with scant attention since by its standards particular 
individuals are unimportant. Exciting campaigns, military and politi- 
cal, must be subordinated to the really significant movements of social 
change. Does this mean that the social historian has little left to write 
about? Quite the reverse. Rather a throng of events and persons crowd 
about him, demanding a place in his pages, and he has lost the conven- 
tional measuring-stick for judging who and what is entitled to admit- 
tance. If he is to write of the common people instead of generals and 
presidents, what aspects of their lives merit attention? To this reviewer 
it seems that quite a bit of what Mr. Faulkner has included in the 
present volume does not deserve the honor. Literature, no doubt, is a 
proper part of social history, but does that necessitate a long list of the 
annual “best sellers” which already are mercifully almost forgotten? 
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How far has social history advanced beyond its precursors if it substi- 
tutes for the sequence of kings or presidents that of heavyweight boxing 
champions and baseball stars? Apparently in a belief that a few men 
have been given undue prominence in the older history, Mr. Faulkner 
studs his pages with a host of names in every field of endeavor; but he 
cannot stop long enough to make them living people, and they are 
significant only to those of his readers who remember them and their 
achievements. 

One other query about social history seems in order after a reading 
of such a volume as this. Appraisal of the recent past is notoriously 
difficult. Yet surely mere description is not enough. The habits and 
customs of the America of the first years of the twentieth century may 
interest the antiquarian in years to come. And the list of achievements 
in the field of science and technology will no doubt make impressive 
reading. But descriptive writing in these fields cannot give a real un- 
derstanding of the period any more than descriptive writing about 
political campaigns or legislative enactments. If social history is to 
enrich our understanding of the past, it must use surface materials of 
all kinds merely to help us to discover what was going on beneath the 
surface. 

Mr. Faulkner’s last few pages present a number of illuminating gen- 
eralizations about the period of which he writes. If he had been a little 
bolder in selecting the important and omitting the trivial and a little 
freer throughout in expressing his own interpretative bias, the book, 
for one reader at least, would have gained immensely in significance. 


ELIZABETH BRANDEIS 
UNIVERSITY OF WISCONSIN 


Frankenstein, Incorporated. By I. MAURICE WoRMSER. New 
York: McGraw-Hill Book Co., Inc., 1931. Pp. ix+242. $2.50. 
Although written for the general reader, this book contains much 

material of interest to the economist. Its thesis is that the corporate 

form of organization, envisaged in Roman law as a device “‘to provide 
for some good . . . . beneficial to the public” (p. 6) has become a cloak 
for dishonest business practices and a serious threat to the attainment 

of a “socialized capitalism” (p. 54). 

Much of the discussion consists of very elementary legal economics. 

By far the most interesting section of the book is chapter v, “Cor- 

porate Ills and Abuses, and Their Cures.’’ Here are set forth, clearly 
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and vigorously, the absurd laxities and technicalities of the law which 
enable the incorporation of companies in which virtually none of the 
stockholders may vote, the management of concerns by men who have 
almost no equities in them, and the election of directors the majority 
of whom do no directing whatever. The citation of pertinent decisions 
of both English and American courts gives specific point to the author’s 
arguments. While some of these arguments are not original with him, 
their assembly into a single readable chapter constitutes a desirable 
contribution to the literature of corporation economics. 

The holding company is assailed upon several grounds, one being 
that its administration often violates the doctrine of trusteeship. Con- 
cerning directorates, the author asks, “Shall directors direct, or are 
they to serve merely as antique ornaments or fancy window-dressing?”’ 
The position taken is that they should either really direct or else re- 
frain from accepting membership on the board. Directors should evi- 
dence “ ‘good faith and obedience to the law and reasonable diligence’ ”’ 
(p. 134, Wormser quoting Justice Cardozo, the italics by Wormser). He 
stresses the fact that mere habits of honesty are not sufficient, and that 
a spirit of obedience may be of no avail if a director does not exercise 
the same degree of diligence and prudence which would be employed in 
handling funds of his own. 

One remedy he suggests is to divide boards into two classes of di- 
rectors: active, responsible directors, and those who serve only as ad- 
visers, the latter having no vote. He also suggests that the public be 
represented in the directorates of large corporations, and, further, that 
corporations doing an interstate business be subjected to the general 
control of a federal governmental commission. 

Watered stock comes in for its share of criticism. Overcapitalization 
(although not really defined) is said never to be justified: “Corporate 
stock, of course, should be paid for in ‘meal or in malt’. . . . nothing 
but money or full money’s worth should be regarded as payment” 
(pp. 145-46). Just what “full money’s worth” is and how it may be 
measured are not touched upon; and he blandly waives aside all of the 
difficulties connected with the valuation of assets when he says, follow- 
ing the “full money’s worth” statement, that “enforcement of this rule 
would prevent fifty per cent of the fraud which permeates and vitiates 
American life” (p. 146). The rule is often no simple one to enforce. 
Equally open to at least qualification is the dictum: “Even if full al- 
lowance is made for intangible assets, patents, good will and dividend- 
earning power, a majority of our corporations have a vast amount of 





848 BOOK REVIEWS 


nominal capitalization for which there is no real equivalent in present 
or prospective value” (p. 149, italics mine). Many individual corpora- 
tions, to be sure, are overcapitalized. (There are also, it may be said, 
some few large corporations which are undercapitalized.) But whether 
or not the majority of corporations are much overcapitalized is a ques- 
tion to which no answer which is not sheer opinion can be given. And 
certainly before even such an opinion is essayed, its propounder ought 
to give more attention to defining his economic and accounting con- 
cepts than is done in the passages just cited. 

For reasons such as this, it is difficult to evaluate the book sum- 
marily. Frankenstein, Incorporated is probably not an important study, 
in the sense of being a work that will outlive the current scene which it 
so vigorously criticizes. But it is an interesting book and on the whole 
a well written one; if it serves to make a wider circle of persons 
think seriously of the corporation problem, it has been well worth 
writing. And it is interesting to note that the author, himself a lawyer, 
proposes that, if and when a uniform corporations act is adopted, its 
preparation should be intrusted not to attorneys but to “business men, 
economists, and sociologists” who “should have at least an equal voice 
with attorneys in the preparation of any such law” (p. 94). 


Ratpu C. Epstein 
UNIVERSITY OF BUFFALO 


Die Bedeutung des Einkaufs und Verkaufs auf Frachtgrundlage bei 
bergbaulichen und industriellen Erzeugnissen. By Emit GEISLER. 
Kéln: Oskar Miiller, 1931. Pp. xv+124. 

This little volume is devoted largely to the development and ex- 
tent of sale on basing-points in Germany, and gives only passing notice 
to other countries. Much of the text is spent in an extremely detailed 
exposition of the structure of German basing-points, chiefly in the iron 
and steel industries, but also in coal, lead, zinc, fertilizer, etc. 

The theoretical analysis, rather than concerning itself with basing- 
points, consists mainly of a review of the concept of market areas as 
developed by Professor Fetter in 1923 (Quarterly Journal of Economics). 
In applying that concept to German conditions, Herr Geisler seems to 
stray somewhat from his subject. His previous description of basing- 
points in iron and steel revealed the existence of five producing regions 
—Rhine-Westphalia, Southern Germany, Central Germany, Northern 
and Eastern Germany, and Upper Silesia—each selling on the basis of 
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one or more basing-points. He now points out that some regions (no- 
tably Upper Silesia) have mill costs enough higher than others (notably 
Rhine-Westphalia) to permit the latter to invade their territory, still 
selling on an outside basing-point. That invasion is quite in accord 
with the theoretical analysis of market areas, but it is difficult to per- 
ceive that the presence or absence of a basing-point is pertinent to the 
problem. 

The author is not impressed by the complaints of iron and steel 
consumers in Eastern Germany that they are obliged to pay freight 
as of a western basing-point (e.g., Oberhausen or Dortmund), since his 
previous analysis has explained that fact in terms of higher production 
costs in Eastern and Upper Silesian mills. He points out that the strik- 
ing difference between German basing-point structure and the Pitts- 
burgh-plus practice is that in Germany the dominant basing-point 
(Rhine-Westphalia) is that used by the low-cost producers. It is diffi- 
cult for one not intimately acquainted with this phase of German 
economy to decide whether Herr Geisler’s summary treatment of the 
position of the consumer in the German basing-point system is justi- 
fied. He is convinced that the present competitive situation of the 
German iron and steel industry in relation to England, France, etc., 
precludes the adoption of any alternative practice such as price quota- 
tions f.o.b. consignee. 

The bibliography is confined almost entirely to German sources. 


FRANK A. SOUTHARD, JR. 
CoRNELL UNIVERSITY 


Principles of Public Utilities. By Ettot Jones and Truman C. 
BicHAM. New York: Macmillan Co., 1931. Pp. xiv+799. 
$4.25. 

Professors Jones and Bigham have produced a text in the best tradi- 
tion of the senior author. Although lacking something, perhaps, in 
color and drive, the eight hundred crowded pages built around a con- 
ventional outline, covering, with minor gaps, everything from the Bos- 
ton waterworks of 1652 to the merits and shortcomings of present-day 
public ownership, represent workman-like skill in organization and 
exposition. Descriptive materials and arguments are assembled in 
abundance and marshaled into array with Prussian-like precision, 
while technical matters of engineering, accounting, and law are ana- 
lyzed and translated into lay terms with remarkable lucidity and ac- 
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curacy. Economic analysis has not always been pursued to its remotest 
hiding-places; in fact, certain theoretical problems in valuation, de- 
preciation, rate of return, rate structures, and abandonment are not 
suggested; but the treatment even here is solid. 

Certain sections of the book are outstanding. The discussions of 
franchises, service standards, security regulation, local versus state 
control, and major portions of the chapters on rate structures, consoli- 
dation, and public ownership leave little to be desired. The treatment 
of the law of municipal powers, franchises, and interstate commerce is 
noteworthy, although a preliminary legal and constitutional back- 
ground would have enabled the reader to achieve a more effective 
synthesis of these materials. Incidentally, the fluid character of utility 
law is illustrated by the fact that the recent East Ohio Gas Company 
and Western Distributing Company cases and Wisconsin legislation 
of the past year have already rendered partially obsolete some of the 
conclusions advanced. 

The reviewer would have been pleased had the authors come to 
grips, realistically, with the problem of “public callings”; indeed, a 
few pages from the first two chapters might profitably have been de- 
voted to this task. There is harm in overemphasizing the “peculiar” 
qualities of public utilities, while there are positive values in the posi- 
tion that the “public calling”’ category is flexible, constituted by those 
industries which at any given time have sufficiently impressed the leg- 
islatures and courts with the fact of their non-amenability to the con- 
trol processes of competition. Too, a rearrangement of space would 
have permitted attention to be given to utility taxation, labor rela- 
tions, co-operation of states and regional control, “due process,”’ judi- 
cial review (the conflict between “administrative justice” and the 
“law’’), and the position of the lower federal courts in the regulatory 
scheme. 

The valuation chapter is disappointing. Credit is due the authors for 
their self-consistent discussion of reproduction cost (an achievement 
which has evaded many writers), but beyond this their contribution is 
limited. The issue is drawn between original cost and reproduction cost, 
and the roll of conventional arguments is called. The treatment is not 
compelling; the brilliance, as well as the principal substantive argu- 
ments, of the valuation debates between Brown and Bonbright is 
absent. Much is taken for granted, including the very necessity of 
valuations despite recent writings which call into question the tradi- 
tional valuation approach to the rate-level problem. Unfortunately, 
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too, the authors have failed to recognize that in practice the issue lies 
not so much between original and reproduction cost as between either 
of these doctrines, on the one hand, and the costly, delay-producing, 
unpredictable “judgment” or “trance” method, on the other. It is this 
latter rule, defying justification or even explanation, that is making a 
farce of present-day regulation, and no opportunity to expose and 
chastise it should be overlooked. The discussion of going value is not 
wholly clear and is not convincing. 

On matters of policy the authors, while subscribing to the “public” 
point of view, have striven successfully to maintain an attitude of 
temperate impartiality; the book will arouse neither violent antagonism 
nor warm support. This, probably, is as it should be, but it must be 
recognized that when scientific aloofness is gained at the expense of a 
definite sacrifice of reader interest, a high price (for a text in public 
control) has been paid. The matter becomes serious when aloofness is 
carried over into the handling of descriptive material and the problem 
of the effectiveness of regulation. Here no bargain of scientific attitude 
for interest needs to be struck. It is evident that in their formal, ac- 
curate, and dispassionate thoroughness the present authors have sur- 
rendered something of the color and flavor—the essential reality—of 
the regulatory scene. Reality is not an absolute value, but it is not 
to be dispensed with when it can be had without cost. The section 
on commission regulation is well done, formally, as are the sections 
dealing generally with the powers and legal capacities of states, munic- 
ipalities, and commissions. But the “feel” of regulation is lacking. 
The structure of regulation, the mechanism, is here, but the impression 
of regulation as a living, pulsing process has somehow not been given. 

This text has long been awaited by those familiar with Professor 
Jones’s earlier books on trusts and railroads; it will be received widely 
and with gratitude. If it fails of perfection, at least its shortcomings 
are of the sort which constitute a challenge rather than a handicap to 


effective teaching. 
Ben W. Lewis 
OBERLIN COLLEGE 
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A light forever burning... 
A voice that is never stilled 





NIGHT comes on and spreads a blanket of 
darkness upon sleeping cities and towns. 
Here and there a lone policeman. In the 
distance a clock tolling the hour. 

In the dark silence of the night, there is 
one light forever burning . . . one voice 
that is never stilled. That light is the light 
in the telephone exchange. That voice is 
the voice of your telephone. 

A city without telephones would be a 
city afraid—a city of dread. 

For the telephone brings security. Its 


very presence gives a feeling of safety and 
nearness to everything. In times of 
stress and sudden need it has a value 
beyond price. In the business and 
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AND 
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social activities of a busy day it is almost 
indispensable. 

The wonder of the telephone is not 
instrument itself but the system of whichi 
is the symbol . . . the system which link 
your own telephone with any one of eigh 
een million others in the United States and) 
thirteen millions in other countries. 

Every time you use your telephone you 
have at your command some part of & 
country-wide network of wires and equif 
ment, and as many as you need of a great 
army of specialists in communication. 

There are few aids to modern living that 
yield so much in safety, convenience 
and achievement as your telephone. 
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